e Australian Accountant 


Published monthly for the Commonwealth Institute of Accountants and 
The Australasian Institute of Cost Accountants 








Subscription : 
‘ol. XVII, No. 4 MAY 15, 1947 Per annum, 12/6 
Single Copies, 1/6 





Taxation Section 
Edited by J. A. L. GuNN, F.L.c.a. 


AVERAGING OF INCOMES 


| Under the Commonwealth Act the incomes of primary producers 

are averaged over a five-year period and the rate of tax appropriate to 

the “average income” is applied to the actual taxable income of the 

tar of income. 

» The averaging “system” is unsatisfactory. It satisfies neither the 

faims of simplicity nor equity. 

| The system tends to lessen the burden of tax when incomes are rising 
d to increase the burden when incomes are falling. In short, it is an 

mbrella on a fine day. 


| The following examples illustrate this contention :— 


Rate on 
actual 
income. 


Taxable 


vera Average 
] Tax A ge verag 
income. 


income. Rate. 


£ £ 
£500 61.1d. 127 500 61.1d. 
700 71.1d. 207 600 66.7. 

a 1,200 85.1d. 425 800 74.6d. 
+. . 4,000 148.9d. 2,482 1,600 96.1d. (2) 
hyear . £3,000 132.2d. 1,652 1,880 104.2d. 
Di . 1,200 85.1d. 425 2,020 108.4d. 

» : 700 71.1d. 207 2,020 108.4d. 

500 61.1d. 127 1,880 104.2d. 


” 


£11,800 


Mal taxes for eight years.. .. .. £5,652 £4,674 


; (1) All rates of tax quoted are those applicable to income derived 
during the year ended 30th June, 1946. 
(2) Tax on £4,000 (actual taxable income) at rate applicable to 
£1,600 (average taxable income), viz:—96.1d. in £ = £1,602. 
When the weather is good the system is over-benevolent; in the 
fourth year there is a saving in tax of £880. But when the weather 
becomes inclement the system gives inadequate protection. 


In the above example, the taxpayer whose income is taxed at average 
les pays £978 (£5,652-£4,674) less over an eight-year period than a 
payer whose income is taxed at the rates appropriate to his actual 
Kable income of each year. The advocate of the averaging system 
M rightly claim that the figures contained in the example do not afford 
fair comparison. This is so, for the simple reason that the income 
the non-primary producer is not likely to fluctuate to anything like 
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the extent encountered by the primary producer. All taxpayers gain” 
and suffer from trade cycles, but the primary producer also has to” 
contend with seasonal cycles. The variations in income caused by 
seasonal cycles constitute the sole argument in favour of the averaging 
system. Its adherents claim that the sharply progressive rates of tax 
on incomes of individuals operate harshly against a taxpayer who has 
a fluctuating income. 

In the above example the total income for the eight years is £11,800, 
or an average annual income of £1,475. The tax at 1945-1946 rates on 
£1,475 at 92.6d. in £ is £569. Thus, if a taxpayer had a steady annual 
income of £1,475, the total of the taxes payable by him over the eight- 
year period would be £4,552. The average non-primary producer would 
pay something in excess of this sum because his income is subject to 
some fluctuation, but he is not likely to pay the sum shown in the table, 
viz., £5,652. 

In my opinion, an exhaustive test would prove that on the whole 
the non-primary producer pays more in tax than the primary producer. 
Using again the figures in the above example, it is submitted that the 
non-primary producer would pay a sum which lies between the optimum 
figure of £4,552 and £5,652, but in excess of £4,674. The contention 
that a non-primary producer pays more is fortified by the facts that in 
the initial stages of the career of a primary producer the averaging 
system does not commence to apply until the taxable income of a year 
equals or exceeds its predecessor (s.151(1)). Again, provision is made 
for the abandonment of an average table and the commencement of a 
new table where the taxpayer’s taxable income has been permanently 
reduced within the meaning of s.155. 

I agree that the abandonment of the averaging provisions would 
operate harshly against primary producers unless something were placed 
in its stead. This I now propose to suggest. 

Section 80 provides for the carry-forward of losses, but this is a 
limited concession. If a taxpayer sustains a loss in any income year, he 
is entitled to a deduction of that loss in his assessments of the next 
four income years. I have seen pitiable cases where a primary producer 
has sustained disastrous losses for one or more years through drought 
or other adverse conditions. In the succeeding years the position has 
recovered, but not sufficiently to absorb the loss or losses within the 
four-year period, with the result that, for purposes of income tax, a 
large portion of the loss or losses remains unabsorbed. For example:— 

Taxable Average Tax under 


Year Profit Loss averaging 
Income. Income. system. 


£2,000 £2,000 £2,000 £898 
5,000 5,000 3,500 2,946 
Nil 
200 Nil 
£00 Nil 
1,000 Nil 
1,500 Nil 
4,000 4,000 1,243 


SSS se 


8 8 


ONAN RWDH 





£14,200 £6,000 £11,000 £5,087 
In the four years succeeding the loss of £6,000 the taxpayer has 
derived net incomes totalling £3,200, leaving an un-recouped balance of 
£2,800. As the four-year period has expired, this sum cannot be deducted 
from the income of £4,000 derived in the fifth year. Thus, although 
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‘the taxpayer’s income for the eight-year period is only £8,200, he is 
called upon to pay tax on £11,000. 

Even if the four-year period were extended,? justice would not be 
done to this class of taxpayer. What he needs is help in the year in 
which he sustains the loss. All men on the land in all parts of the world 
tend to speak pessimistically and to act optimistically. In the first two 
years the particular taxpayer has enjoyed a good income, and con- 
sequently he may give a few picnics and parties. But even if he lived 
on bandicoots and home-grown rabbits during the first two years, his 
surplus for those years, after paying taxes, is only £3,156. It is a poor 
consolation to tell a taxpayer who has suffered a loss of £6,000 in the 
third year that if he makes up to £6,000 in the four years succeeding 
the year of loss, he will not have to pay tax on it. This assistance is 
too late and may be too little. 

It is recommended that s.80 be altered to provide that, instead of 
allowing a prospective deduction of losses as at present, a loss sustained 
in any year be carried back for two years and carried forward for two 
yars*, Mr. A. A. Fitzgerald (“Australian Accountant,” July, 1946, p. 
269) states, “The principle of carrying back losses has been adopted in 
the 1946 amendments to the Act, providing for tax credits at 1945 rates 
of tax in respect of cost in later years of re-converting plant to peace- 
time conditions or losses arising from the disposal of war-time plant. 
There seems to be no sound reason why the same principle should not 
be applied to losses on realization of trading stock, and one good reason 
why it should — namely, that there is ample justification for the pre- 
valent fears amongst business men that losses on realization of war- 
time stocks are probable. Fairness demands that, if those losses eventuate, 
tief should be given to the taxpayer at the tax rates levied on the ten- 
lative ‘profits’ disclosed by these war-time accounts.” 

Mr. Fitzgerald had in mind the special problems of the trading and 
manufacturing community in relation to the treatment of unsold trading 
stock. I see no reason, however, why the ‘principle of carrying back 
lsses, already in force in U.S.A. and Canada, should not be applied 
to all taxpayers. Primary producers have a special claim in that they 
ssuffer from seasonal as well as trade booms and bursts. 

If the “carry back-carry forward” system were now in force and if 
he averaging provisions did not exist, the taxpayer in the last example 
would, on the same set of facts, pay the following sums :— 

Profi —o Tax 
£2,000 £1,000 £334 
5,000 Nil _ 
— Nil — 
200 200 17 
500 500 127 
1,000 1,000 334 
1,500 1,500 583 
4,000 4,000 2,482 


£14,200 £6,000 £8,200 £3,877 


The following is a comparison of the taxes payable in the first and 
ond year (a) under the averaging provisions, (b) if the averaging 
— did not exist and (c) if the above recommendation were 
fopted :— 


Te four-year period has been extended by the Amending Act of 1947 to a seven-year period. 
ie harmonise with the 1947 Amendment the carry-forward period should be extended to 
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Tax, if Tax, if Refund to 
Tax under averaging “carry- taxpayer 
Taxable averaging pro- back” by reason 
Income. pro- visions recommen- of loss in 
visions. did not dation third year 
exist, adopted. of £6,000, 

£2,000 £898 £898 £334 £564 


5,000 2,946 3,344 Nil 
£3,844 £4,242 








3 Loss 6,000 
£1,000 £334 


As against this refund the “er will 
pay taxes for the years 4, 5, 6 and 7 
EEE sir dia healed: “whe: donee Se 


£2,847 


It so happens that, in the above example, the taxpayer pays over a 
eight-year period less under the suggested amendment of the law tha 
he would pay under the existing averaging provisions’. That, however 
is not the point; in other circumstances, he may pay more. The essential 
feature of the “carry-back” system is that the taxpayer receives a 
benefit of £3,908 at the time when he most needs it, i.e., in the third year 
in which he sustained the loss of £6,000. In other words, the “carry: 
back” system serves as an umbrella on a wet day. 


Surptus Derivep By LIFE ASSURANCE SOCIETY ON RFALISATION 
OF INVESTMENTS 

The policy of a mutual life assurance society in investing its funds 
based on buying sound securities to hold them until maturity. Its pre 
dominant, if not the sole, consideration in acquiring securities is to obtal 
the most effective interest yield during the period between the date 
acquisition and that of maturity. From time to time, in order to maintal 
or increase the effective annual yield, some securities are “switched,” th 
is, realised prior to maturity and the proceeds of sale menediandlll 
invested in other securities. In calculating the effective interest yield fro 
a security there is taken into account not only the annual interest payab 
on the security, but also the price above or below par at which f 
security is acquired. Where a security is acquired above par the ette 
annual yield is ascertained after apportioning and charging the depreciatit 
in the capital value of the security between the date of purchase and th 
of maturity against the annual interest; conversely the accretion mf 
capital value of a security acquired below par is similarly apportioned # 
added to the annual interest. This depreciation or accretion 1n capil 
value being thus apportioned is taken into account in arriving at the anni 
net surplus available for distribution amongst policy-holders in the fom 
of a bonus. During the relevant year the appellant society derived 4M 
profit of £27,713 on the sale and maturity of securities. Held (affirm 
the decision of Starke, J. (3 A.I.T.R. 272 , reported October, 1946, iss 
of journal, p. 398), that (1) the investment of its funds is part off 
business of a life assurance company; (2) the acquisition and subsequal 
realisation of investment is a normal step in carrying on such a busine 
(3) the purpose in varying or switching investments being to increast! 
effective annual interest yield, it is an income purpose ; (4) accordingly! 


1. i.e., prior to the 1947 amendment. 
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net profit on maturity or sale of securities is assessable as a profit from the 
arrying out of a profit-making scheme ; alternatively it is an income profit 
according to the ordinary usages and concepts of mankind. (Colonial 
Mutual Life Assurance Society Ltd. v. F.C. of T. (1946) 3 A.1.T.R. (in 
course of publication ).) 


AMOUNT RECEIVED ON TERMINATION OF EMPLOYMENT 
Taxpayer Re-employed by Same Employer 

The taxpayer had been employed for 15 years on two stations owned 
by A, one of which he had managed for the last eight years. This property 
was resumed. A paid the taxpayer £1,000 as a retiring allowance. The 
taxpayer left the district with the intention of taking a holiday and looking 
round for a farm. In the following month A’s remaining property was 
sverely damaged by a cyclone and he asked the taxpayer to help. He 
returned and a little later, having failed to secure a farm, he accepted the 
position of manager of A’s remaining property at an increased salary. The 
taxpayer claimed that only 5 per cent. of the £1,000 was assessable under 
5. 26(d). Held, claim allowed. (11 C.T.B.R. Cas. 88.) 


LecAL EXPENSES INCURRED IN SECURING CHANGE IN DIRECTORATE 
or A COMPANY FOR THE PuRPOSE OF PREVENTING DIMINUTION 
oF BUSINESS 

The taxpayer company was the agent for the sale of articles produced by 
the “A” company, in which the taxpayer owned half the shares. A former 
manager of the taxpayer company had set up a business in competition with 
it, and had been able to influence the directors of the “A” company to such 
an extent that the taxpayer company was faced with the loss of a large 
at of its agency business. Acting upon legal advice, however, it was 
thle to bring the “A’* company under the control of directors who were 
avourable to its interests. The taxpayer claimed a deduction of £118 for 
mpenses of legal advice and guidance which brought about the above 
sult. Held (by majority), claim allowed, as the expenditure was incurred 

the taxpayer for the purpose of preventing a diminution of its business. 


11 CT.B.R. Cas. 52.) 


Bap Dests INCURRED BY OVERSEAS MANUFACTURER ASSESSED 
Unper S. 38 
In 11 C.T.B.R. Cas. 27 the Board of Review held that a bad debt in 
spect of goods sold in Australia is not an “expense’”’ incurred in selling 
lose goods within the meaning of s. 38. It was held (by majority), 
bwever, that s. 43 (2) does not preclude a deduction under s. 63. One 
the conditions imposed by s. 63 is that the debt must have been brought 
baccount as assessable income. Under s. 38 the whole of the debt, as 
presented by the sales, is not included in the overseas manufacturer’s 
Bessable income. Only the “profit,” as ascertained under that section, is 
bincluded. Consequently, it is only the portion of the sales represented 
ythe deemed profit which is brought to account as assessable income, and, 
krefore, only the same proportion of the bad debt 1s deductible under 


AMENDMENT OF ASSESSMENT DuE To EvasIon 


The taxpayer, a successful business man, became actively interested in 
ise-racing, and his winnings were substantial and consistent tor many 
ts. The Board found no difficulty in holding that the taxpayer’s racing 
tivities, viz., his ownership of horses and racing stables, his close associa- 

with two horse-trainers and the betting operations in which he 
ematically indulged, constituted a business. Some of the amended 
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assessments in respect of omitted income from these winnings were issued 
beyond the six-year period. The Board held that the understatement of 
income was not due to evasion, and allowed the taxpayer’s appeal agains 
the above-mentioned assessments. In arriving at this conclusion the Board 
took into account the uncertainty which existed in the minds of taxpayers 
prior to the detailed analytical judgment of Evatt, J., in Trautwein v. F.C 
of T. (1936) 4 A.T.D. 81 as to whether an owner was under any ta 
mst in respect of his successful betting operations. (11 C.TBR 
s 1.) 


Lump SuM RECEIVED ON TERMINATION OF APPOINTMENT AS 
SHIPPING MANAGERS 


From the formation of a shipping company in 1924 the taxpayer 
company managed its ships for an agreed remuneration. The agreement 
between the parties provided that in the event of the shipping company 
going into liquidation or ceasing to carry on business the remuneration 
for the period from the date of liquidation until the date of expiry 
of the agreement was to become immediately payable to the taxpayer 
company. The shipping company Went into liquidation on 5 November, 
1942, when the agreement had about eight years to run and the sumof 
£16,306 was paid to the taxpayer company in respect of the unexpired 
period. From 1924 to 1940, only two per cent. of the taxpayer company’ 
income was derived from other managements, and on the liquidation 
of the shipping company the taxpayer lost its entire business except 
for an abnormal and temporary war-time activity. Held (distinguishing 
Kelsall Parsons & Co. v. I. R. Comrs. (1938) 21 Tax Cas. 608) , that 
the sum of £16,306 was a capital receipt and was not, therefore, assess 
able (Barr, Crombie & Co. Lid. v. I. R. Comrs. (1945) 26 Tax Gas 
406). 

In the above case the Special Commissioners were influenced in theif 
finding against the taxpayer company by the provision in the ag 
ment that in the event of liquidation the remuneration to be paidi 
respect of the unexpired period of the agreement was to becom 
immediately payable. They considered that this provision determine 
the character of the sum received and made it an income payme 
The Scottish Court of Session rejected this view. After pointing a 
that because annual payments in the nature of profits may be used as ti 
measure by which to calculate the sum which is to be paid, the resultaml 
sum is not thereby made itself an annual payment or a profit, the Lon 
President went on to say at p. 411:—“I cannot see any justificatia 
for the view that the terms of the articles appearing in the origim 
agency contract should be construed in one way, and the same terms @ 
pearing in a contract made with special reference to a forthcoming liquid 
tion should be construed in a different way. The parties here were f 
sighted and they foresaw the possibility of liquidation and made jt 
such arrangements as might have been made later by other parties Ie 
far-sighted but willing to deal on a reasonable basis when liquidati 
became inevitable.” 

The above case was contrasted with that of Kelsall Parsons & Ci, 
by reason of: (a) the sum received was the price of the surrender of it 
only important capital asset as opposed to a payment for the loss of : 
single agency out of about a dozen; (b) the difference in the unexpift 
term of the contracts; and (c) the radical alteration in the struct 
of the company and its whole character as a business. “Though &4 
one of the distinctions may be in itself indecisive, and though each 
open to criticism, yet juncta juvant’* (at p. 412). 

1. Union is strength. 
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PAYMENTS UNDER GUARANTEE 


The taxpayer, a dealer in shares, became a joint guarantor of a 
company’s bank overdraft in consideration of which he received 2,000 
fully paid £1 shares from his co-guarantor, the shares having no market 
value at the time. The company failed and the taxpayer was required 
to liquidate its overdraft, thereby incurring a net loss of £4,072. The 
taxpayer claimed a deduction of £2,000 as “Loss on 2,000 shares in X 
Ltd.” The majority of the Board concluded that the taxpayer’s object 
in acquiring the shares was to make a profit on subsequent re-sale, and 
found that the loss of £4,072 was incurred either in the course of carry- 
ing on a business (s.51 (1)) or in carrying out a profit-making under- 
taking or scheme (s.52). In view, however, of the terms of the 
objection, it was not competent for the Board to do more than uphold the 
daim for a deduction of £2,000. (11 C.T.B.R. Cas. 54). 


161 
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DisTINCTION BETWEEN ANNUITY AND PERIODICAL Loans To Po.icy- 
HOLDER DuRING LIFE 


An assurance society entered into a life assurance policy with H., 
whereby, in consideration of a premium of £500, the society covenanted 
topay to H. (a) an annuity of £7/11/- by monthly instalments of 12/7; 
ipany'sjmand (b) on the death of H. a sum equal to the aggregate of £4/14/8 for 
idationjgeach completed month between the date of the receipt of the premium 
exceptgand the death of H. The agreement also provided that, on the security 
uishinggof the policy, H. could request the society to make to him monthly 
8) ,thatloans free of interest subject to the condition that the aggregate of the 
asses#qmuans outstanding at any date should not exceed the amount which 
ax Casfgwould have been payable by the society if H. had died on that date. 
Once the request had been made the loans were to be made automatically 
mtil the request was cancelled, and the loans were to be re-paid on the 
death of H. out of the sum then payable by the society. Loans were, in 

















in theif 



































. agre 
paid 1 fact, made to H. The question to be decided was whether the monthly 
becomympums of £4/14/8 were subject to English income tax. Held (by the 
ermintigenglish Court of Appeal) that on the proper construction of the policy 
aymenigene sums of £4/14/8 were loans and were not monthly instalments of 
ting Oden annuity (Wesleyan and General Assurance Society v. I. R. Comrs. 
d as tM6] 2 All E.R. 749). 
resulta 
he La -OFFICE EXPENSES 
tificati@ll In 11 C.T.B.R. Cas. 39, the Board of Review, whilst rejecting the 
orig@ejor portion of a claim by an investor and company director for office 
erms @ixpenses, allowed a deduction of £5, representing an annual fee for the 
z liqui@iise of a safe deposit in which the taxpayer kept documents of title of 
vere fa Bircome producing assets. The Board contrasted this “recurring” expen- 
jade |Siiiture with the purchase of a safe for the same purpose, the cost of 
rties ISMBtich would be an outgoing of capital. 
quida"l In 11 C.T.B.R. Cas. 40 the Board allowed a deduction of rent and 
60 ndry office «xpénses paid by the taxpayer who derived, inter alia, 
ts fr paid by two employers for whose convenience he maintained the 
der 0 ;@. This case was distinguished from one where an office is main- 
loss be ined merely for the taxpayer’s private convenience. 
anexpu ag ll C.T.B.R. Cas. 41 it was decided that in view of the number of 
a getorates held by the taxpayer, and of the multifarious and special 
ae les associated therewith, he was carrying on a business, and to that 


lent the expenses of maintaining an office were held to be an allow- 
deduction. The taxpayer, however, was also a member of Parlia- 
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ment, and to the extent that the office expenses related to that activity 
they were disallowed. 






INCOME OF FuND ESTABLISHED FOR PuBLic CHARITABLE PURPOsEs 
Trusts for the Advancement of Religion 


The appellants were trustees of the Baptist Union of Ireland Annu 
Fund, established to provide annuities for its members on retirement 
and their dependants on death. The members of the Fund were paston 












































: 
‘ 
of Churches within the Baptist Union of Ireland and certain othe’ j 
persons, including evangelists and missionaries. The income of thm 4 
Fund was derived partly from entrance fees and subscriptions from , 
members, but mainly from gifts from outside sources. A Mr. McCall ; 
gave, and later bequeathed, considerable sums ‘upon trust for th 
purpose of paying members’ contributions to the Fund. The appellanll y 
claimed exemption under s.37(1)(b) of the English Act of 1918 gf ;, 
respect of the investment income of the Fund and the McCay trust 
contending that they were established for the charitable purpose of tal t 
advancement of religion. Held that the income of the Fund and ta jp 
trusts were exempt under s.37(1)(b) (Baptist Union of Irela m 
(Northern) Corporation Ltd. v. I. R. Comrs. (1945) 26 Tax Cas. 335 ig 
For other decisions where trusts were held to be within Lord Ma 
naghten’s third division of “charity” as stated in Pemsel’s case, i, 
trusts for the advancement of religion, see Jn re Charlesworth, Robins | 
v. Archdeacon of Cleveland, 26 T.L.R. 214 (trust to apply income in pay in 
ment of expenses of dinners held by clerical society preparatory to ij an 
meetings) ; /n re Forster, Gellatly v. Palmer [1939] Ch. 22 (bequest i] me 
the relief of infirm, sick and aged Roman Catholic secular priests ing] am 
Stated diocese. “Such a fund, I think, tends to make the ministry mom cul 
efficient by making it easy for the sick and old to retire and give pha Re 
to the young and healthy,” per Bennett J.) ; Jn re Mylne, Potter v. Da@@ is c 
[1941] Ch. 204 (testamentary trust for the benefit of certain Christi@J As 
workers, including retired missionaries). cory 
Hor 
ENTERTAINMENT EXPENSES nie 
In 11 C.T.B.R. Cas. 38, the taxpayer, who was an agent of an insuram 4. 
company, claimed a deduction of £100 for entertainment expenses. orig 
Commissioner allowed £42. The Board of Review increased the allog gi- 
ance to £60. “A different position arises when an employee or ag Cp), 
is impelled to spend money on other persons for business purposes Hf jt y, 
is a prerequisite to his entertainment expenses that he himself show t ,, 
derive some of the benefit . . . So far as it relates to the cost of his oW@™ qi, 
drink or lunch, the expenses thus voluntarily incurred may be regal queg, 
as his own personal affair, and therefore private expenditure. The sai requ. 
cannot, however, be said of the amounts spend upon the entertainment 
other persons in order to establish friendly relations with a business Va 
objective” at p. 134. 
LEASEHOLD IMPROVEMENTS _ Th 
In calculating deduction under s.88 (2), expenditure in excess of amou Pe 
if any, specified in agreement, etc., not to be taken into account: omg 
Under s.88 (2), a lessee of land used for the purpose of produc expen 
assessable income is granted a sinking fund deduction in respect payer 
expenditure ineurred by him in making improvements not subjet  oiieg 
tenant rights, where such improvements have been made (a) under hesine 
agreement for a lease, (b) in terms of a lease, or (c) with the wi ., mn 
consent of the lessor. Section 88 (2) concludes by providing that, @ 4, ta 









calculating the deduction under this sub-section, expenditure in exces 









/ 
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the amount, if any, specified in the agreement for the lease, or in the 
lease, or in the lessor’s consent, shall not be taken into account.” It 
frequently occurs, particularly in the case of a consent by the lessor, 
that no amount is specified in the relevant document. In these circum- 
; stances, it is considered that the lessee is entitled to a sinking fund 
nn deduction in respect of the whole of the expenditure, provided that the 
remem other conditions imposed by s.88 (2) are satisfied. This view is evidently 





OSES 










pastom shared by the Board of Review — cf. 11 C.T.B.R. Cas. 49, where it was 
1 othe held that a sinking fund deduction ought to be allowed in respect of 
of tha the cost of sewerage installations which the lessee was required to defray 
s from under the provisions of the lease. In that case, no sum was specified 





McCain the document. 
for th Where the lessor is assessable under s.87 in respect of the 
pellan yalue of improvements effected by a lessee, and a sum is specified 







































1918 min the agreement, or the lease, or the consent, as the case may be, it is 
truss considered that the lessor’s liability must not be calculated with reference 
: of ti to any expenditure in excess of that sum. Where no sum is specified 
and tl in the relevant document, it is considered that the calculation must be 
Irela@™ made with reference to the estimated value to the lessor of the specified 
s. 335] improvements as at the expiration of the lease. 
d Mae 
se. 8 AMENDMENT OF ASSESSMENTS 
2 obinsa An amendment to an assesment is invalid by virtue of the prohibition 
- in pag in s.170 (3) if— (a) the taxpayer made to the Commissioner a full 
-y toi and true disclosure of all the material facts necessary for the assess- 
juest fg ment; (b) the assessment was made after that disclosure; and (c) the 
ssts ing amendment of the assessment was not made to correct an error in cal- 
ry momg culation or a mistake of fact. In 11 C.T.B.R. Cas. 13 the Board of 
ve pli Review found that the question in (a) being one of degree and veracity 
- y, Dal is clearly a question of fact. So also is the question in (b) one of fact. 
Christi@fl As to condition (c) the question whether the amendment was made to 
correct an error in calculation is obviously one of arithmetical fact. 
However, the question whether the amendment was made to correct a 
mistake of fact is one which could give rise to a question of law. In 
nsuramy the present case the taxpayer had made a full and true disclosure; the 
Ses. original assessment was made after that disclosure. With regard to the 
he all third condition, the Board found that the amendment was made by the 
or 4%" Commissioner to give effect to a change in his interpretation of the law. 
poses. @ It was, therefore, decided as a fact that the amendment was not made 
lf show to correct a mistake of fact. The Board therefore upheld the taxpayer’s 
f hisOW% daim that certain amended assessments were invalid. Accordingly, the 
regal question not being one of law, the Board refused the Commissioner’s 
a request to refer a question to the High Court pursuant to s.196 (2). 
call VALUATION OF SHARES RECEIVED As RESULT OF PROFIT-MAKING 
VENTURE 
_ The taxpayer company carried on a business of exploiting and deal- 
now 8 in gold mining concessions. Its practice was to acquire concessions 
f unt; @ 2 the Gold Coast Colony. The concessions were exploited and, if they 
COMM IB were proved to be gold-bearing in such circumstances that with further 
produc xpenditure gold might be produced on a profit-making basis, the tax- 
respet I naver company proceeded to part with the concession at a price —to be 
subject If satisfied by the issue of fully-paid shares—to another company, the 
unde business of which would be to develop and work the gold. The shares 
the oa % received, and which were still held at balance date, were valued by 
fe the taxpayer company in its accounts at a sum equalling the cost of 
1 





%quiring and exploiting the particular concession. Thus, no profit 
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was brought to account in the year of sale where the shares received 
remained unsold. When, in subsequent years, the shares were sold, the 
profits as shown on such sales on the above basis were brought to 
account. The company was assessed to English income tax in respect 
of profits arising from certain of the above-mentioned transactions, on 
the basis that the value of the shares at the date of allotment was 
par. Held (by the English Court of Appeal) that the taxpayer com- 



















































pany’s appeal against the assessment be dismissed (Gold Coast Selection § ' 
Trust Ltd. v. Humphrey [1946] 2 All E.R. 742). I 
Per Scott and Somervell L. JJ.:—When there has been a realisation ‘ 
of a trading asset and the receipt of another asset, and when that latter J! 
asset is marketable in its nature and not some merely personal advan- § " 
tage which cannot be turned into money, the profits and gains must be § # 
arrived at for the year in which the transaction took place by putting a § 
fair value on the asset received. The fact that it could not, owing to its § © 
size, be disposed of in the market in that year does not mean that no § ¥ 
profit or gain for income tax purposes has been made out of the trans- tk 
action. The value to be taken is not the value to the individual trader, J P 
because that might bring in irrelevant matters, but the value to the § 
individual trader or to any similar trader who would have been ina §™ ™ 
position to carry out the deal, i.e., a fair, intrinsic value. dt 
Per Cohen L. J.:— The fact that an asset cannot be realised in the § 
accounting year is no doubt an element which the Commissioners would § * 
take into account in estimating the value, but it is not a reason for M 
attributing to the asset a value far below that which other facts (eg, @ 
the terms of the sale agreement, the market quotation and the prices wh 
at which the company itself acquired shares in the market, and its own th 
statements to its shareholders about their value) show that the asset § ™ 
should rightly bear. (a 
PREMIUM RECEIVED ON TRANSFER OF MINERAL LEASES 
The taxpayer sold his interest in three mineral leases for £2,500. Each 
lease had a currency of 21 years with a right of renewal for a further 7 
21 years. Further renewals were possible thereafter. The taxpayer com 9 wer 
tended that each lease was “virtually a lease in perpetuity.” Held: the & and 
sum was assessable as a premium (11 C.T.B.R. Cas. 9) “The taxpayer @ tax, 
received an amount of £2,500 as consideration for the transfer of three & sho 
leases for specified terms. They were not perpetual leases, and cannot & port 
be treated as such.” bath 
INCOMES OF CHARITABLE INSTITUTIONS fb 
The appellant Board was established for regulating the marketing of ae 
pigs. It claimed exemption from tax in respect of income from tts od 
investments, contending that it was a body of persons established for in 
charitable purposes only, on the ground that its purposes were for the “The 
public benefit and for the advancement of agriculfure. Held that the poss 
3oard was not a body of persons established for charitable purposes some 
only, and was not entitled to exemption under s.37(1)(b) of the ee 
English Act of 1918 (Pigs Marketing Board (Northern Ireland) v. I. R. 30) 
Comrs. (1945) 26 Tax Cas. 319). “Lord Macnaghten did not mean to 
that all trusts for purposes beneficial to the community are charitable, be 
but that there were certain charitable trusts which fell within that That 
category; and accordingly to argue that because a trust is for a purpos Gstin 
beneficial to the community it is therefore a charitable trust is to turn by th 
round his sentence and to give it a different meaning” per Viscount tn 





Cave L. C. in Attorney-General v. National Provinciak Bank [ 1924} 
A.C. 262 at p. 265. 
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MAY LigumwaTor’s REMUNERATION RECEIVED IN LuMP SuM 
eived In 11 C.T.B.R. Cas. 10 it was held that a lump sum awarded the tax- 
1, the payer as liquidator of a company for services rendered over a period of 
ht to ™ years was assessable income of the year of receipt. 
spect 
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The taxpayer company was the Australian agent for the sale of a 
machine manufactured in the United States of America. Until 1942, 
it bought the machines and sold them at a price fixed by the American 
company, its reward being a substantial discount off list price. The 
latter @ ‘@Xpayer company serviced machines sold by it for a period of twelve 
dvan- @ months after sale. During the relevant year, when “lend-lease” was 
ist be @ +i Operation, the taxpayer received a sum of £24,386 from the American 
‘ing a Company, representing a discount (at the rate previously allowed) on a 
to its @ consignment of machines exported to Australia. Most of these machines 
were acquired by Commonwealth Government Departments, subject to 
trans- fg the usual conditions as to service by the taxpayer company. The tax- 
rader, payer took over the balance. At the end of the year, all but 17 machines 
o the @ Bad been sold, and these were disposed of during the next three 
| months. Thus, the taxpayer was required to service the machines 
during periods which, in some instances, extended 15 months beyond 
in the @ the relevant year. The taxpayer claimed that the £24,386 was 
would @ ‘Temuneration for services to be rendered” and that the sum should 
be spread over the above service periods. Held (applying New Zealand 
(eg, Flax Investments Ltd. v. F.C. of T. (1938) 1 A.I.T.R. 366) that the 
prices whole of the £24,386 was assessable income of the year of receipt and 
s own @ that the expenditure on servicing the machines which was not incurred 
asset @ i that year was not an allowable deduction of that year (11 C.T.B.R. 


Cas. 5). 
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INCOME DERIVED From LETTING FLaTs 


Each Whether income from personal exertion or income from property 
urther The taxpayer was the proprietress of a block of flats, in which there 
T con @ were nine furnished flats, one of which was occupied by the taxpayer 
d: the @ and her daughters. Each flat was supplied with a separate key, but the 
xpayel @ taxpayer held the only key to the front door, which was usually closed 
three @ shortly after midnight. The taxpayer and ger daughter cleaned the 
cannot @ portions of the premises which were in common use, viz., the passages, 
bathrooms, lavatories, etc. The cleaning of the flats and the making 
of beds were the responsibility of the occupants, who also provided their 
own meals. No control was exercised over the admission of guests. Held 
that the income from the flats was assessable as rents and therefore 
income from property (11 C.T.B.R. Cas. 99). 10 C.T.B.R. Cas. 129 
was distinguished by one member of the Board in the following terms: 

+ the ‘The control by the owner of the keys to the outside entrances and her 
" eer possession of keys giving access to the occupied rooms are matters to be 
te considered, but they do not necessarily establish that the occupier has 
+ R.@ % exclusive possession (Salisbury House Estate Ltd. v. Fry (1929- 
a 30), 15 Tax Cas. 266). The control and possession of such keys may 
-itable be essentially in the interests of the occupiers; the real objective may 
n that be to prevent the disturbance of their right to exclusive occupation. 
surpost That, I think, is the position in this case, and it is one point which 
> ae distinguishes the case from that of the ‘residential’ which was decided 
cali ty the Board and referred to at the hearing. In the latter case the 
(1924) fayment made by any person taking a room was for the use and 
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occupation of the room for a certain period, but the owner reserved 
the absolute right to deny that person access to the ‘residential’ during 
part of that period, viz., certain hours of the night. One other important 
distinction is that in that case the degree of the proprietor’s attendance 
(cleaning the room, making the bed and the service, if required, of 
meals obtained from outside) was very considerable, whereas in this 
case the service provided by the taxpayer was negligible and no more 
than was naturally incidental to ownership.” 


Costs INcuRRED For PurPOosE OF OBTAINING RESCISSION OF CONTRACT 
For SALE OF SHARES 
- The taxpayer company was the beneficial owner of shares in “B” 
company which, at the end of 1939, it sold to “X,” the managing director 
of “B” company. The shares had been in the name of the taxpayer's 
nominee, who was the other director of “B.” “B” company had at no 
time declared a dividend; its profits had been divided between the 
directors, in proportion to their shareholdings, under the heading of 
directors’ fees. “X” agreed to pay £1,314 (being the paid-up value of 
the shares) and amounts totalling £2,604 (being the nominee’s share of 
“B” profits to December, 1939). At a later date, the taxpayer company 
came to believe that the profits had been understated. It instituted legal 
proceedings to have the contract rescinded. The suit was unsuccessful. 
The taxpayer claimed a deduction of the legal expenses of the suit 
Held Claim allowed (11 C.T.B.R. Cas. 52). “In my opinion, the amounts 
so paid (viz., £2,604) were assessable income of the taxpayer, and if 
the taxpayer, in appropriate proceedings, had been able to recover the 
additional amount which it claimed to have been deprived of by mis- 
representation, that also would have been assessable income. If that is 
the proper view it is clear that.the legal expenses in question were 
incurred not only in, but also for the direct purpose of, gaining assessable 
income.” (At p. 180). 


Losses By OveRSEAS MANUFACTURERS 

The taxpayer company, a non-resident manufacturer, was assessed 
pursuant to Part III, Division 2, Subdivision C (ss. 38-43). In respect 
of substituted accounting period ended 31 December, 1942, there was 
an assessable profit of £2,392. In the preceding year there was a loss of, 
£2,752. Both sums were, calculated substantially in accordance with 
s.38 except that opening and closing stock was brought to account. The 
company claimed a deduction under s.80 of £2,392 from its assessable 
income of 1942 in respect of the 1941 loss, thus reducing the 1942 tax- 
able income to nil. The Commissioner claimed that s.80 was not 
applicable because the company was in each of the years subject to the 
provisions of Subdivision C, and that under those provisions there were 
no allowable deductions which exceeded the assessable income within 
the meaning of s.80(1). Held that the company was entitled to the 
deduction claimed by it. 

Per Latham C. J., Dixon and McTiernan JJ. Subdivision C was not 
applicable because that provision was directed only to ascertaining 
profit, and not to ascertaining loss, and that therefore the company 
was entitled to a deduction, to the extent provided by s.80, of any loss 
incurred in 1941 which it could establish by applying the ordinary pro 
visions of the Act, independently of Subdivision C. 

Per Starke, J. The deduction claimed (i.e., for the loss sustained i 
1941) was not brought to account in ascertaining the profit derived @ 
1942 pursuant to Subdivision C, nor did any part of the deduction 
claimed represent expenditure incurred in 1942 in or in relation to the 
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sale of goods to which the Subdivision applied. Section 43(2) was not 
therefore applicable. In this view there was nothing in the case to 
exclude the operation of s.80. (The American Thread Co. v. F.C. of T. 
(1946) 3 A.L.T.R. (in course of publication). 

In the above case the 1941 loss was ascertained by the same form of 
account as that adopted in calculating the 1942 profit. In ascertaining 
the profit deemed to be derived in Australia by an overseas manufac- 
turer under Subdivision C, a deduction is allowed under s.38 of, inter 
alia, “the amount for which, at the date the goods were shipped to 
Australia, goods of the same nature and quality could be purchased by 
a wholesale buyer in the country of manufacture.” If the general pro- 
visions of the Commonwealth Act were applied in ascertaining the 
amount of a loss in any year, it might well happen that the resulting 
figure of loss would be different from the minus quantity produced 
by the application of Subdivision C. This probability was recognized by 
Latham, C. J., who went on to say: “On the other hand, it may be that 
the provisions of Subdivision C in the circumstances of this case provide 
a reasonable means of ascertaining the actual relevant loss, and in that 
case the result would be the same as if it had been provided that Sub- 
division C should be applied for the purpose of ascertaining loss as 
well as profit in cases where businesses are carried on partly in Aus- 
tralia and partly out of Australia. But the determination of the method 
according to which the loss should be ascertained in this case upon the 
basis that Subdivision C is not applicable to the case as a matter of 
statutory enactment is not before the Court in this case.” 

With respect, it is considered that in the present state of the law 
there are relatively few instances where the provisions of Subdivision 
C would provide a reasonable means of ascertaining a loss in con- 
formity with the general provisions of the Commonwealth Act. This 
may be illustrated by a common class of case, wiz. :— 


Amount received on sale of goods in Australia £A. 100 
Actual cost of manufacturing goods .. .. .. £A. 70 
Sales and delivery expenses .. .. .. ...... 20 


90 


I 0. Ls wid ahs Ee dems ek te, tee £A. 10 


Subdivision C may, however, produce the following result :— 


ee WO ns ok ik ok ak <b oe 88 £A. 100 
Wholesale price at date of export... .. .. .. £A. 85 


Sales and delivery expenses .. .. .. .. .. 20 
105 


Loss as ascertained under Subdivision C .. .. fA. 5 


This example produces the result that there was a profit of £15 
attributable to the country of manufacture and a loss of £5 attributable 
to the country of -sale, the total net profit being £10. Under the general 
lw, to calculate a proportion of profit (or loss) without any regard 
to the actual profit made at the final stage was stated by the High 
Court in a previous case to be incorrect. “Thus the Commissioner must 
portion the actual profit as best he can so as to attribute a proper 
pPfoportion of it to a source in New South Wales. When the Com- 
missioner does this he should not, in my opinion, estimate hypothetical 
profits at any stage independently of the actual profit at the final stage,” 
pr Latham, C.J., in C. of T. (N.S.W.) v. Hillsdon Watts Ltd. (1937) 
2 
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1 A.I.T.R. 42 at p. 47. Thus, in the above example, some portion of 
the actual net profit of £10 should, under the general law, be attributed 
to a source in Australia. 

The most satisfactory solution of the problem is for the Common 
wealth to amend Subdivision C by the insertion of a new section 
corresponding to s.52 of the New South Wales Income Tax Manage. 
ment Act 1941 (c/f. s.51 of the New South Wales Act of 1936). That 
section provides in effect that where in the year of income a taxpayer 
incurs a net loss of such a nature that had the business yielded a profit, 
the profit would have been assessable under Subdivision C, the loss 
shall be an allowable deduction. 


EXPENSES PAID By TAXPAYER IN CONNEXION WITH PROPERTY Lease 
FOR NOMINAL RENTAL DuRING TAXPAYER’S ABSENCE ON ACTIVE 
SERVICE 


The taxpayer was the owner of an orchard. When he enlisted in the 
A.I.F. he leased the property to a relative for “the nominal rental of one 
shilling per annum if demanded.” The taxpayer agreed to pay rates, 
etc., in respect of the property and to pay the lessee £1 per week for 
keeping the orchard in good condition. The lessee was entitled to al 
returns from the orchard. The taxpayer claimed a deduction of £63 for 
expenditure so incurred in the relevant year. Held: Claim disallowed, as 
the expenditure was not incurred for the purpose of gaining any assess- 
able income (because the terms of the agreement precluded the poss- 
bility of any income being derived by the taxpayer) and the expenditure 
was not incurred in carrying on a business (because during the period 
the taxpayer was not carrying on business as an orchardist) Oueensland 
Meat Export Co. Ltd. v. F.C. of T. (1939) 1 A.I.T.R. 490 distinguished 
(11 C.T.B.R. Cas. 45) N.B.—In the above case the Commissioner allowed 
a rebate under s.160(2)(h) in respect of the rates paid by the taxpayer. 


AMOUNTS WRITTEN OFF BY TAXPAYER IN RESPECT OF DEBTS SOLD aN 
CHARGED Back To Him as BaD 

The taxpayer, who had carried on business as a draper, sold his 
business to a company. The company took over the book debts at face 
value. Debts amounting to £652 proved to be bad, and, under arrange 
ment, the company charged this sum back to the taxpayer. The debtors 
had never been informed that the taxpayer’s interest in the debts had 
been taken over by the company, and by reason of the above recoupment, 
the taxpayer again became possessed of all rights and remedies against 
the debtors. The taxpayer recovered £16 and claimed the balance, £634 
as a deduction. Held: Claim allowed (11 C.T.B.R. Cas. 25). As to the 
process of “writing-off,” the Board said: “In the case of a continuing 
business the writing-off has its appropriate place in a more or less pe 
manent set of accounts. But when a person ceases to carry on busines 
and for that reason has no need for an elaborate book-keeping system, t 
may be sufficient to express in some convenient form his honest opinio 
that a particular debt is bad.” In the above case, the taxpayer made ott 
a list of the bad debts and attached it to his income tax return. } 
Board was satisfied that the debts were written off as bad debts during 
the relevant year of income. 


SALES OF SHARES TO WIFE AND CHILDREN TO BE PAID FOR OUT OF 
DIVIDENDS 
The taxpayer sold under written contract certain shares to his wilt 
and children for a specified sum, to be paid for out of dividends on 
shares, but subject to the remission of the balance (if any) unpaid 4 





wed, as 

assess 
e possi: 
~nditure 
» period 
pensland 
rguished 

allowed 


ax payer. 


OLD AND 


sold his 
at face 
arrange 
- debtors 
ebts had 


(1947 THE AUSTRALIAN ACCOUNTANT 169 


the taxpayer’s death. The transferred shares were registered in the 
names of the transferees. Held that the dividends were assessable income 
of the wife and children and that s.260 did not apply. (11 C.T.B.R. 
Cas. 79). In the case of other shares which had been allotted to or 
transferred to the children, but the dividends had been retained by the 
taxpayer, he failed to establish the existence of the alleged agreement 
with his children and he was held to be assessable on the dividends 
received by him. , 





Students’ Section 
Edited by O. R. MacDonaALp, A.1.C.A. 


NEVER TRY TO BLUFF THE EXAMINERS 
By J. A. L. GuNN, F.1.c.A. 


The following is an extract from Mr. A. A. Fitzgera'd’s address, 
“Common Faults in Advanced Accounting,” reported in the December, 
1946, issue of the Journal:—“ .. . never try to bluff the examiners. 
They have had too much experience. Never try to lead them to believe 
you could easily have passed in the question if you had had time, because, 
as I have said, the examiners have taken special care to see that you 
have time if you tackle the question in the proper way.” 

There are two stories exported from Scotland — and Scotland exports 
only the best for the reason that that is all she has to export. One of 
these stories sfipports the advice given by Mr. Fitzgerald, “Never try 
to bluff the examiners.” The other story has an equally good moral, 
“Don’t say too much.” 

A divinity student, with a heart of gold and a head not so golden, 
was having difficulties with his examinations. His crammer tipped some 
questions for the forthcoming test, including one which asked the can- 
didate to give the genealogical tree of King David. “Abraham begat 
Isaac; and Isaac begat Jacob; and Jacob begat Judah and his brethren 
... to... and Jesse begat David the King.” After a terrific struggle 
the candidate got the begats perfectly. However, he found to his horror 
that the only question on the examination paper relating to King 
David was one concerning a story, recounted in 2 Samuel —Ch. 11, 
of the King’s dealings with Bathsheba, who bath’d in the wrong place, 
and her husband, Uriah the Hittite, who, in consequence of that bath, 
died in “the forefront of the hottest battle.’ The poor student, who 
had only the vaguest glimmerings of the story, rallied from the blow 
and wrote, “Far be it from me to criticise the Lord’s anointed. Better 


‘Biat I give his genealogical table— ‘Abraham begat Isaac, and Isaac 


begat Jacob. ..’” 

Another divinity student kept failing in his examinations because of 
his incurable habit of saying too much. As an example, when asked who 
was the first king of Israel, he wrote “Saul.” He then gazed at his 
mply. It looked naked, and shame dominated his imagination; so he 
added, “afterwards called Paul.” 

Guessing is nearly as useless as bluffing and nearly as dangerous as 

ying too much. I say “nearly” because I know of one instance where 

he shot came off. Some twenty-odd years ago in my coaching days I 
lad a student who sat for a paper in which the candidate was usually 
Mked to define a few mercantile and legal terms. I was worried about 
he capacity of this lad to answer that question. But it turned out all 
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right. One of the terms was “quid pro quo.” At the post mortem he 
said he knew that “quid” was Latin for “pound”; he thought “pro” 
stood for “for”; he could, therefore, easily guess the third word; so he 
answered “Pound for pound.” 

Mr. Fitzgerald draws atterltion to the uselessness of trying to convince 
the examiners that if they had allowed the candidate more time.he would 
have written more. This calls to mind Charles Lamb’s apology for an 
inordinately long letter — “Had I more time I would have written less,” 
The student who prepares himself for an examination by answering 
multitudinous test papers neatly and concisely is not only learning his 
subject, but is learning how to present his examination answers in the 
manner counselled by Mr. Fitzgerald, when he says “try to co-operate 
with (the examiners) by presenting your work in as neat and orderly 
manner as possible.” 

More than this, the student will acquire the art of saying what he 
knows without waste of words. There is nothing so wearisome to the 
examiner as the candidate who tries to make up for his lack of know- 
ledge by padding his answer with scores of useless words. As the 
examiner is a human being, this bluff may work in reverse. Even the 
candidate who does know his work often fails to bring to the examiner 
“the garment of praise for the spirit of heaviness” because he has not 
spent enough time practising how to “write less.” Not only does he 
mar the answers he actually gives with a lot of unnecessary words, but 
he has wasted so much time in writing those words that he is unable 
to complete the paper. Mr. Fitzgerald states that “the examiners have 
taken special care to see that you have time if you tackle the question 
in the proper way.” But in calculating fhe optimum time the examiners 
do not leave room for pages of unnecessary words. 

Acquiring the art of “writing less” takes a lot of time. I have been 
engaged at it professionally for many years. One of my books, written 
in 1942, has 1,200 pages. I thought at the time it was, at least, a fair 
example of precis writing, but I have just finished a second edition, in 
which I have had to cram, in about the same space, hundreds of 
additional cases and other matter. I found to my shame that the first 
edition could be enormously compressed without loss of clarity. I was 
well punished because it meant re-writing the greater part of the 
original text. I can only pray that a few more years’ practice at “writing 
less” will help when the time comes to do the third edition. 

I have found one way that helps. When you have finished a test 
paper, read what you have written and see how many adjectives and 
adverbs you can strike out. This is a great word saver. For example, ! 
eliminated fourteen adjectives and adverbs from a draft of this note. I 
am sure you could take out a lot more. Most adjectives and adverbs 
are trash. They serve to fill in the blanks in our mind as we fumble 
from one real word to another. In proof of this, dictate a note on some 
subject; then next day write it out afresh. Unless (a) you know your 
subject, (b) you know English and (c) you are experienced at dictating, 
the drafted note may be one-half the length of the dictated one. The 
reason is that you have been showing off to your stenographer; you 
don’t want her to know that your mind can only work at about 40 words 
a minute, so you boost up the verbiage to 70 or 80 by including a lot 
of brain pimples. So throw the stenographer down the lift-well and 
draft your stuff until you are my age, when it won’t matter what you 
do. Your brain will be just one big pimple. 

Brother student, forgive this note. I have committed the car 
sin of the English, and that is of giving advice. 


dinal, 
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Journal Entries in Examination Problems 
By O. R. MacDona bp, A.1.C.A. 


In the answering of practically every accounting paper the candidate 
will be required to prepare journal entries. The form in which these 
are presented is of some importance, quite apart from their accuracy in 
debiting and crediting the correct accounts with the correct amounts. 

In actual accounting practice the number of journal entries, using the 
term in the restricted sense of those made in the General Journal or 
Journal Proper, is relatively small. As every accountancy student knows, 
all transactions can be expressed by journal entries, but with trans- 
actions of a more or less regularly recurring nature other means are 
used for assembling, recording and posting the items to the ledgers. 
Thus, a cash book or books are used to record transactions which involve 
the transfers of cash, either by actual cash or by cheque. Similarly, 
those which express values not yet converted into cash, such as sales 
and purchases, are recorded in books suitable for the purpose which are, 
in fact, branches of the journal, and may correctly be termed sales 
journals, purchase journals, etc. These branches of the journal may be 
added to according to the needs of the concern, and the use of the general 
journal be confined to the opening entries, balance day adjustments, 
and the recording of transactions of an unusual nature or those that 
cannot be suitably recorded in the other books of account. 

In examination problems, however, the candidate will frequently 
be required to give journal entries to record transactions which, in 
practice, would appear in the cash book or some other book. It is 
desirable that he set them out in a form which shows he clearly under- 
stands their nature and that they fully express the transaction. A 
common form of journal entry is :— , 


1947 
March 31, 3ad Debts Dr. £50.0.0 
To J. Smith Cr. £50.0.0 
Being balance of 
J. Smith’s account 
written off as 
uncollectable. 


Frequently the “Cr” after J. Smith’s name is omitted. The abbrevia- 
tion “Dr” and words “To” and “Being” are not really necessary, and 
probably a candidate would not lose marks if he omitted them. Some 
text book writers recommend the use of “Dr” and “To” as an additional 
“curity against inaccurate recording and posting, and the indenting of 
the name of the account which is to be credited certainly acts as a guide. 
The Narration. Following the entering of the names of accounts 
involved and the amounts to be debited and credited to each comes the 
‘tarration.” This is much more important than many candidates appear 
lo realise, judging by the work they submit to examiners. Substantial 
bss of marks will inevitably occur if no narrations are given, and 
mless they are clearly expressed and properly explain the reasons for the 
titries, some penalty must be paid by the candidate. The reason is 
tvious. Entries m cash books, sales journals, etc., to a great extent 
uplain themselves, and represent systematic and, usually, chronological 
tries from original records, e.g., the cash book from cheque butts, 
tuplicates of receipts, pay-in books, etc., the sales journal from dupli- 
ales of invoices, and so on. Journal entries apart from balance day 
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adjustments are frequently isolated transactions, and must be f 
explained in the entry itself, reference being made to minute book, or 
other supporting or relevant evidence, where possible. Examiners wil] 
expect this principle to be observed even where an entry has to do with 
matters usually not journalised. 

Thus, if it is necessary to show the payment of £10 to W. Robinson 
in settlement of his account for goods in journal form, the entry should 
read :— 


1946 
Feb. 17 W. Robinson Dr. £10.0.0 
To Cash (or Bank) £10.0.0 
Being payment of 
account. 
No stereotyped style of wording of the narration is suggested. “In 
settlement of account owing” “Payment for goods supplied,” and other 
variations would be acceptable. The main thing is that the narration must 

















































explain the entry. e 
Composite Entries. Frequently several transactions may be combined § 4 
in one composite entry. This should be done in examination work, as e 
in practice, wherever possible, and where the position will not bef ,; 
obscured. For example, suppose that several debts were written off as 5) 
bad on the one date the entry could be :-— of 
1947 ’ ar 
March 31 Bad Debts Dr. £100.0.0 Im 
To J. Smith £50.0.0 fur 

» W. Roberts 20.0.0 Im 

» A. Armstrong 15.0.0 pat 

» P. Wilson “15.0.0 afte 

Being book debts ( 

written off as bad imy 

as resolution of 7 

Directors. Minute cert 

Book fo.87. pas: 

Generally speaking, where there is but one account to be debited and whe 
more than one account to be credited, and vice versa, a composite entry ( 
is desirable. Care must, however, be taken where more than one account that 
is to be debited and more than one to be credited. Transactions of this Will 
type may be more intelligible if shown in two or more journal entries #5! 
and the candidate must exercise his judgment in this regard. ( 
Answers in Journal Form. Where a candidate is asked to show entries the 
in “Journal Form” he should show all transactions, including cash items, "4s 
by journal entries. Where, as in the opening capital transactions of aj “as 
Company, he is asked to give entries to record them, the word “journal” A ha 
not being mentioned, it is preferable to show the cash transactions in4 date 
cash account. A's | 
Where Ledger Accounts only to be shown. Candidates are frequently (d 
asked to show ledger accounts only in answering a question. In suchg *Spe 
cases, he should draft out journal entries on his working papers. Negletg Sxste 
to do this may lead to failure. The double entry effect may be lost sight of if not 
particularly where not all the ledger accounts are required to be show), affair: 
and the candidate may fall into errors he would never make if he followeljif disch: 
the transactions right through. These working paper journal entries, being Thr 
for the candidate’s own guidance, need not be set out with the same caf the C, 
as if they were to be submitted to the examiner, and narrations could proces 






usually be omitted. 
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Australian Mercantile Law 
By J. H. Trortrer, L.B., A.1.C.A. 


LAW OF CONTRACT (Continued) 
"  DiscHARGE OF CONTRACT 
(Continued from February-March Issue) 


4, IMPOSSIBILITY OF PERFORMANCE (SUBSEQUENT IMPOSSIBILITY) 


The general rule is that impossibility of performance is no excuse to a 
party who is unable to fulfil his obligations under a contract. Impossibility 
has no effect on the validity or continued validity of the contract or the 
binding force of the promise or promises made. The questions, whether 
the performance is possible or the purpose of the contract possible of 
fulfilment, are, in general, irrelevant. If a person agrees to do something, 
he must do that thing or pay damages. This is the general rule. The 
general rule is, however, subject to a number of exceptions. 

We have already dealt with one exception to the rule under the heading 
of “Mistake,” i.e., mistake as to the existence of the subject matter of the 
contract. This is gn initial impossibility. Another type of initial impossi- 
bility we have already dealt with under “Rules as to Consideration” (No. 
5), i.¢., a “contract” which is so absurd according to the state of knowledge 
of the day that the parties could not be supposed to have contracted. We 
are not here concerned with Initial Impossibility, but with Supervening 
Impossibility, or, as it is termed, Subsequent Impossibility, which furnishes 
further examples of exceptions to the general rule. Cases of Subsequent 
Impossibility rest generally on the basis of a term, implied by law; the 
parties, it is said, contracted on the understanding that a certain state of 
affairs would continue. 

(a) Subsequent legislation which renders the performance of a contract 
impossible, discharges the parties thereto. 

Thus where A agreed with B to erect a Neon sign on his premises at a 
certain rental and to maintain and service it, and subsequently an Act was 
passed prohibiting the use of Neon signs by a certain class of persons of 
whom A was one, it was held that the contract was discharged. 

(b) In the case of contracts for personal service, a term will be implied 
that the death or subsequent incapacity of the promisor by reason of illness 
will discharge the contract. Such a case would arise, for example, where 
asinger under contract became too ill to perform. 

(c) Where the continued existence of a specific thing is essential to 
the performance of a contract and performance becomes impossible by 
teason of the fact that that thing, without the default of the promisor, has 
ceased to exist, then liability for performance is discharged. Thus where 
Ahad agreed to give B the use of a hall at a future date and before that 
date the hall was destroyed by fire through no fault of A, it was held that 
A’s liability was discharged. 

(d) The rule just referred to in relation to the continued existence of 
aspecific thing has been extended by the courts, by way of analogy, to the 
existence of a state of affairs without which the performance would become, 
{not impossible, at least futile. A term is implied that, if that state of 
fairs ceases to exist or does not come into existence, the contract is 
discharged. , 

Thus A agreed to let his flat to B for June 26 and 27, on which days 

Coronation procession was to pass the flat. Although the Coronation 
Procession was not mentioned in the contract, it was clear that the flat 
was let for the purpose of viewing the procession. The procession was 
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abandoned. It was held that the contract was discharged. If the non- 
existence of the state of affairs is due to one of the parties, then, of course, 
a different rule applies. (See later “Breach—Total Breach.” ) 

(e) Frustration of Adventure. Where ‘supervening events frustrate the 
object of the parties to a contract so that performance, although not 
impossible, would, if insisted upon, amount to holding the parties to some- 
thing different from that which was originally promised, then the contract 
is discharged. This rule was worked out by the courts in relation to 
commercial cases. It will be seen, however, that it amounts to practically 
the same thing as the rule set out in (d) as to the existence or continued 
existence of a certain state of affairs. The rules are in fact a different 
application of the same principle. 

An example of Frustration of Adventure is where the outbreak of war 
causes such an interruption to the performance of a contract that the carry- 
ing out of the remainder of the contract would amount to something 
substantially different from what was agreed upon. Thus where a ship- 
owner engaged seamen for two years and during that period the ship was 
seized by an enemy government and the crew interned for an indefinite 
period, the contract was held to be discharged and liability of the ship- 
owner for the seamen’s wages ceased. 

An Australian case illustrates the limits of the doctrine of impossibility 
in its extended sense, or, as it is called in commercial cases, frustration. 
In this case A, by agreement with B, installed on B’s premises a Neon 
advertising sign which B agreed to hire for a certain period at a certain 
rental. During the currency of the contract the use of lighted signs was 
prohibited under wartime legislation. 


It was held— 
(1) There was no express or implied undertaking to keep the sign 


lighted and the legislation had not prohibited the performance of 
the contract. The sign was quite conspicuous even if not lighted. 

(2) There was.no ground for concluding that the lighting of the sign 
was essential to the contract so as to imply a term that the possibility 
of its continuance was a state of affairs on the basis of which the 
parties contracted. 

(3) That the contract was, therefore, not discharged for impossibility 
of performance (i.e., frustration). 


Effects of Subsequent Impossibility (or Frustration) 

Subsequent Impossibility or, as it is called, Supervening Impossibility 
does not, as does operative mistake (Initial Impossibility), make a contract 
void ab initio (i.e., from the beginning); it determines the contract as 
from the time of the supervening impossibility or frustration. This is an 
important rule. Its effect is that while the parties are excused from all 
further acts of performance, after the date of the occurrence of the impossi- 
bility or frustration, they are liable in respect of all obligations which 
accrued due prior to that date. Generally, if a payment is accrued due 
prior to the discharge of the contract because of impossibility of perform- 
ance, then, if it has already been paid it cannot be recovered, and if it has 
not been paid the party to whom it is due may enforce payment by action. 
Thus where an instalment (not merely a deposit) is payable prior to the 
impossibility and has not been paid, its payment may be enforced by action 
after the occurrence of the impossibility. However, a deposit is not, for 
this purpose, considered as a payment accrued due and may therefore be 
recovered after the contract is frustrated. 


5. BreAcH 
This will be discussed in the next issue. 
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The Editor, 
“The Australian Accountant,” 


I wish to refer the following comments to the author of the article 
appearing in your January, 194/, issue on “Australian Mercantile Law.” 


(1) At page 11, lines 15-17, appears the statement :— “As long as the 
restraint is necessary to render the sale of the business effective, it is 
reasonable.” Surely that statement, which is out of harmony with other 
parts of the article, needs qualification. 

Surely such a restraint could be held unreasonable if it were (i) 
against public policy or (i) based on absurdly inadequate consideration. 


(2) At page 11, lines 37-40, it is stated:— ... “the Court will not 
weigh the advantages, such as obtaining employment or selling his 
business at a good price, accruing to a person binding himself by a 
restraint of trade, against ihe disadvantages imposed upon him by the 
restraint” 

Mr. Trotter seems to infer that, so long as consideration for the 
restraint exists, the adequacy of that consideration will not be weighed 
in assessing the reasonableness of the restraint. 

Surely this is incorrect. In Nordenfelt v. Maxim Nordenfelt Guns 
ond Ammunition Company (1894) A.C. 535, at pages 573-574, Lord 
Macnaghten said :— “Now, in the present case, it was hardly disputed 
that the restraint was reasonable, having regard to the interests of the 
parties at the time when the transaction was entered into. It enabled 
Mr. Nordenfelt to obtain the full value of what he had to sell; without 
it the purchasers could not have been protected in the possession of 
what they wished to buy.” Evidently his Lordship considered the 
adequacy of the selling price in considering the reasonableness of the 
restraint. 


(3) At page 12, lines 13-14, it is stated:—“It should be noted that a 
wagering contract is not illegal in the sense of being prohibited by law. 
It is merely void.” 

Surely that statement, while true of some wagering contracts, is quite 
uitrue of others. A wager made by a starting-price bookmaker, for 
example, is prohibited by law as well as’ being void. 


(4) The second paragraph on page 14 (i.e., lines 22-27 of the page) 
alls for explanation and justification. 

(a) What is meant by .. . “a contract between the continuing partner 
or partners”? (Vide lines 24-25). 

(6) Mr. Trotter appears to contend that, because of an implied 
consent of a creditor, the retiring partner would be released from liability 
to that creditor. (Vide lines 26-27, whereat it is said: “The retiring 
partner is then no longer liable, but the continuing partners are.”) 
ae what consideration would the creditor be getting for such a 

ease? 

It is assumed that Mr. Trotter agrees that consideration must not be 
something which the promiser is already bound to do. 


(5) At page 15, under the heading of “(3) Statute” (Vide line 10), 
lne 39 reads :—‘(d) Bills of Lading are also assignable.” The position 
of this line infers that bills of lading are assignable by virtue of 
_. What is the relevant statute, and what is the relevant section 

freof ? 

Haro_p BLENKIRON. 
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The Editor, 
“The Australian Accountant,” 

Mr. Harold Blenkiron has, through you, referred to me certain 
comments upon my article, in your January, 1947, issue, on “Australian 
Mercantile Law.” : 

(1) The first comment is in relation to the following statement appear- 
ing on page 11 of my article, “As long as the restraint is necessary to 
render the sale of the business effective, it is reasonable.” This state- 
ment appears in the paragraph which deals with restraints of trade 
made upon the sale of a business. Your correspondent states, “Surely 
such a restraint could be held unreasonable if itewere against public 
policy or based on absurdly inadequate consideration.” 

Firstly, I would like to state that I agree that if the consideration 
in support of the restraint were “absurdly inadequate,” the restraint 
could be held unreasonable. A little further on in his comments your 
correspondent cites a statement, appearing on pages 573-574 of the 
judgment of Lord Macnaghten in the case of Nordenfelt v. Maxim 
Nordenfelt Guns and Ammunition Company (1894) A.C. 535, in support 
of the proposition that the adequacy of the consideration will be 
weighed in assessing the reasonableness of the restraint. I think that a 
clear statement of the point we are now considering appears earlier in 
the same judgment. On page 565, Lord Macnaghten, after citing a 
case decided in 1711 before the development of the modern principles 
in this section of the law and indicating the modern development, con- 
tinues: “though of course the quantum of consideration may enter into 
the question of the reasonableness of the contract.” 

The statement quoted by your correspondent from page 11 of my 
article is of course not to be read out of its context. I am dealing at 
that point with the distinction between partial and general restraints. | 
state at page 11 of my Article:—“The question as to general and partial 
restraints is entirely one of reasonableness. As long as the restraint is 
necessary to render the sale of the business effective, it is reasonable.” 
I refer, of course, to reasonableness in respect of the partial or general 
nature of the restraint. 

Before leaving this topic I would point out that severe attacks were 
made in the earlier part of this century upon the attaching of such 
unusual importance to consideration in this respect. There are, indeed, 
statements in the reports which might seem to indicate some support 
for these attacks. “The Court no longer considers the adequacy of the 
consideration in any particular case,” says Lord Parker at page 70 
of Morris v. Saxelby (1916) A.C. 688. Further, it is certainly quite 
clear that the modern view “does not . . . involve the restoration of the 
old principle at one time obtaining that the consideration received ... 
must be adequate” Attwood v. Lamont (1920) 3KB. 571 at page 58. 
The true result of the new doctrine is that the question of consideration 
has been completely merged in the doctrine of reasonableness. 

As to your correspondent’s other point that “such a restraint could 
be held unreasonable if it were against public policy” I refer to Lord 
Shaw’s statement on pages 713-714 of Morris v. Saxelby. : 

“When a business is sold, the vendor, who, it may be, has inherited 
it or built it up, seeks to realize this piece of property, and obtains 4 
purchaser upon a condition without which the whole transaction would 
be valueless. He sells, he himself agreeing not to compete; and the law 
upholds such a bargain, and declines to permit a vendor to derogate 
from his own grant. Public interest cannot be invoked to render such6 
bargain nugatory: To do so would be to use public interest for the 
destruction of property. Nothing could be a more sure deterrent @ 
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commercial energy and activity than a principle that its accumulated 
results could not be transferred save under conditions which would 
make its buyer insecure.” 

(2) As to your correspondent’s second comment, I would refer to the 
statement by Lord Parker at page 707 of Morris v. Saxelby. 


“It was at one time thought that, in order to ascertain whether 
a restraint was reasonable in the interests of the covenantor, the 
Court ought to weigh the advantages accruing to the covenantor 
under the Contract against the disadvantages imposed upon him by 
the restraint, but any such process has long since been rejected as 
impracticable.” 


There is no conflict between this statement and that of Lord 
Macnaghten in Nordenfelt’s case cited earlier. Indeed, both state- 
ments are authoritative and quite distinguishable. Note, however, that 
Saxelby’s case was one of employer and employee, and Nordenfelt’s 
case one, of vendor and purchaser. The Court is not concerned directly 
with adequacy of consideration. It certainly will not weigh one con- 
sideration against another. If, on the other hand, the quantum of the 
consideration is quite unreasonable, that would, no doubt, be a fact in 
assessing the reasonableness of the whole contract in all the relevant 
circumstances of the case. 

(3) In his third comment, your correspondent refers to the following 
statement appearing at page 12 of my article: “It should be noted that 
a wagering contract is not illegal in the sense of being prohibited by 
law. It is merely void.” 

Your correspondent suggests that a wagering contract may be pro- 
hibited by law for some reason other than its being a wagering contract, 
for example, by reason of it being a wager made by a starting-price 
bookmaker. I do not think that anyone would wish to disagree with 
him on that count, if the wager involved an offence under the relevant 
section of State Legislation in such matters. However, there is no 
kgislative provision in our law which prohibits wagering as such. In our 
lw a wagering contract is void, not illegal, in the sense of being 
prohibited. Certain transactions in the nature of wagering contracts 
are prohibited, but not because they are wagering contracts. The legal 
incidents of a wagering contract are indicated rather racily by Farwell, 
L. J., in Hymans v. Stewart King (1908) 2 K.B. 696 at page 725, where 
the matter is put in this way :— 

“There is certainly nothing illegal in paying or receiving payment 
of a lost bet. It is one thing for the law to refuse to assist either party 
in their folly, if they will bet; it is quite another to forbid the loser to 
keep his word.” 

(4) Your correspondent refers in his fourth comment to certain 
matters arising in relation to novation. In my article, a common instance 
of novation is stated to be that which occurs where, upon the dissolution 
of a partnership, one or more of the partners, intending to continue 
the business, agree with the retiring partner or partners to assume 
txclusive responsibility for the liabilities of the business. I then refer 
0a new contract which may come into existence “between the continuing 
partner or partners.” I refer in this phrase to a new contract, or rather 
aseries of new contracts, between the continuing partner or partners on 
the one hand, and the creditors of the partnership before dissolution on 
he other, by which the retiring partner or partners are released from 
bility. Consideration in respect of this new arrangement is normally 
supplied by the continuing partner or partners (that is, the new firm) 
lacing orders with the creditors of the old firm on the understanding 
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that the retiring partner or partners shall be released. This under. 
standing may be express or implied. We then have a series of cop. 
tracts between thé continuing partner or partners and those creditors 
of the old firm who have accepted orders from the new firm on the 
understanding express or implied that the retiring partner or partners 
shall be released. Those creditors can then no longer look to the retiring 
partner or partners for payment of the debts of the partnership, be they 
debts prior to or subsequent to the dissolution. The proposition is put 
concisely in Cheshire and Fifoot’s “Law of Contract” at page 343. 
“Thus, if a trader knows that a certain partner has retired, but 
nevertheless continues to deal with the newly-constituted firm, the 
inference, in the absence of further rebutting circumstances, is that 
he regards the existing parties as solely liable.” 

The learned authors cite in support of this proposition the following 
cases: Hart v. Alexander (1837) 2 M & W 484 and Bilborough v. Holmes 
(1876) 5 Ch. D.255. 

(5) Upon your correspondent’s fifth comment I would refer to Section 
71 of the Goods Act 1928 (Victoria) and similar legislation in the 
various Australian States. 

Section 71 reads as follows:— 

“Without limiting the generality of the provisions contained in the 
two last preceding sections, every consignee of goods named in the bill 
of lading, and every indorsee of a bill of lading to whom the property 
in the goods therein mentioned passes upon or by reason of such con- 
signment or indorsement shall have transferred to and vested in him all 
rights of suit and be subject to the same liabilities in respect of such 
goods as if the contract contained in the bill of lading had been made 
with himself, but nothing in this section contained shall prejudice or 
affect any right of stoppage in transitu otherwise existing or any right 
to claim freight against the original shipper or owner, or any liability 
of the consignee or endorsee by reason or in consequence of his being 
such consignee or indorsee or of his receipt of the goods by reason or 
in consequence of such consignment or indorsement.” 

At common law, indorsement of a bill of lading could operate to 
transfer the property in the goods, but the contract contained in and 
created by the bill of lading could not be transferred in this manner. 
The section of “Goods Act” cited confers this right and at the same 
time confirms the Common Law rights. 

J. H. Trotter. 





The Teaching of Accountancy 
By L. GOLDBERG, M.COM., A.I.C.A. 


VII. THe THeory or Cost AccOUNTING 

Cost accounting is often made to appear as a specialised field of study 
and endeavour and its essential similarity to the general scope am 
characteristics of accounting is often overlooked. It is not proposed to 
discuss in this article the procedures which have been developed in cost 
accounting, but rather to try to indicate this fundamental similarity t 
general accounting and to examine some of the postulates of cost accounting 
from this point of view. ' 

Cost accounting is based upon conventions in the same way as other 
accounting ; in particular: it is based upon the convention that costs attach 
themselves or can be regarded as transferable to products and process. 
This conventional basis may be made clearer by consideration of an imag 
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inative case. Suppose that we have to deal with a person leading a life 
like that of Robinson Crusoe on his island. His activities, we may suppose, 
are directed towards providing food for himself. So long as only one kind 
of activity is open to him the total expenditure of effort is directed towards 
ofe objective and the question of relation of effort to result can scarcely 
arise. But immediately there is a choice of activity—for example, between 
searching for turtles’ eggs and climbing palms for coconuts, or between 
shooting goats and setting traps for them—the question of matching effort 
with result may well arise and a search for the most economical application 
of time and physical resources may become a real problem. 

Many problems of accounting are based upon just such fundamental 
considerations as these. If we translate “effort” and “result” into economic 
terms we get “cost” and “income,” and we have already seen in previous 
articles that a basic problem of accounting is the comparison of costs with 
income Over a given accounting period. In that case the accounting period 
is the unit of activity. Thus our Crusoe-like being may devote his activities 
to trapping and shooting in alternate weeks. A comparison of his tally in 
each week compared with the effort involved is basically a procedure of 
accounting ; the accounting period is a week and the purpose is to compare 
each week’s results with that of other weeks. 

But this matching may take place in another direction. If he wishes to 
assess the relative efficiency of the two methods in terms of the effort per 
goat, a different unit of activity, viz., a product or process will be adopted 
and he will make a comparison between the effort involved in making, 
setting and repairing traps and that of making bows and arrows for 
shooting, and although one method may be more productive in terms of 
quantity per accounting period it may prove to be more costly in terms of 
effort per unit of product or in terms of units of product per process. It 
is this assessment of relative efficiency which cost accounting seeks to 
determine. 

The analogy of our imaginary person may be carried further to demon- 
strate some of the problems which arise in cost accounting. We can 
suppose that his activities would be carried out at various stages. In 
the first stage he would devote all his éfforts to one type of activity, say 
trapping. During this period he would measure the amount of time devoted 
to the activity in each week or day, but the only comparison he could obtain 
would be one based on weekly or daily results. Even if he measured the 
time spent on each of the component contributory activities, in other words, 
the processes involved, he would still only be able to compare: 

(i) the relative times spent on each process in any one period, and 
(ii) the amount of time spent on each process from period to period. 

The second stage is reached when he changes the type of activity. While, 
within each period, he is limited by the same considerations as before, he 
has nevertheless his previous experience to use as a norm—he has a means 
of measuring the relative productivity of his efforts in each type of activity. 

_In each of these two stages there would be only one component of effort, 
viz., labour-time, and it would bear a direct relation to the result. A third 
stage is reached when he conducts both types of activity simultaneously and 
it is in this stage that problems basically akin to some of the most difficult 
in cost accounting arise. Suppose that while he is engaged in examining 
the traps laid in different locations he carries his bow and arrows; the 
problem of allocation of this effort between the two activities of trapping 
and hunting immediately arises, since all the time is not now spent solely 
in either one or other activity. Suppose further that he cuts certain small 
branches of trees which he can use, with further effort, either in repairing 
his traps or in fashioning arrows. The allocation of the effort expended 
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in the cutting is applicable to either activity according to the end-use of 
the branches. Materials, the “value” of which may still be measured in 
terms of labour-time, have appeared. Again, if he makes some primitive 
candles which he burns at night while he is simultaneously boiling an 
adhesive mixture for the heads of his arrows. and trimming or shaping his 
branches for the traps, the labour-time involved in making these candles 
should be allocated between the activities of trapping and shooting. The 
problem of overheads has arisen. 

The more numerous his activities become the more complicated will be 
his problems of allocation and measurement and the greater the extent to 
which he has to set up an arbitrary convention that “costs” attach to 
particular products and/or processes. 

In each of these stages the measure of “cost” adopted would be labour- 
time; the fact that the monetary unit is in fact the measure of “cost” 
adopted in our money economy should not be allowed to hide the position 
that the problems are basically similar to those arising in our hypothetical 
stages above. " 

Cost accounting has been variously defined, one of the most compre- 
hensive definitions being “a phase of general accounting procedure through 
which details of the costs of material, labour and expenses necessary to 
produce and sell an article are recorded, summarised, analysed and inter- 
preted.” (Neuner, Cost Accounting.) 

The nature of the elements of cost—materials, labour and expenses or 
overhead—are illustrated in the third stage of our hypothetical example. 
The cut branches which can be used for either trapping or shooting are the 
counterpart of direct materials—as they are used for either one or the other 
activity the effort previously involved in making them becomes part of the 
cost of the particular activity. The additional time directly spent on making 
them fit for their specialised use becomes direct labour, while any effort 
which is allocable between several processes or types of activity represents 
overhead cost. 

It will be noted that the above definition recognises the same functions 
of cost accounting which we postulated for accounting in general, viz., 
recording, reporting (summarising) and interpreting (including, of course, 
analysis) ; problems of detailed record keeping, design of records, classi- 
fication, forms of reports, determination and allocation of charges, and 
so on, which are essentially similar to problems which arise in general 
accounting, are met with in the application of procedures in cost accounting. 
Cost accounting, in short, is the application of the recording and reporting 
processes and of the interpretative function of accounting to a specialised 
unit of activity which is peculiar to the nature of the operations and 
transactions of an enterprise. Clearly, then, it should not be regarded as 
something which is unrelated to everything else in accounting, either in 
conception or operation, but rather as a field of study and a series of 
processes which deals with a somewhat different objective and therefore, 
by means of a specialised technique, with the basic data which form the raw 
materials of so-called “financial” accounting. It follows that any costing 
system which does not tie up with the general accounting records of an 
enterprise cannot be regarded as really satisfactory. 

The definition quoted above is too narrow in its implication that cost 
accounting is restricted in application to the production and selling pro- 
cesses. The object of cost accounting is to provide means by which some 
degree of control may be exercised, and the “basic principles of cost control 
involve a point of view and a method of analysis applicable to all phases 
of industrial, commercial and financial activity.” (Kennedy, Esterly and 
Von Minden: Introductory Accounting.) Even where the records stop 
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short at reports on historical costs, that is, where information is made 
available regarding what costs have been incurred without relation to 
established standards, the purpose of such details, if they are to serve any 
useful purpose at all, must be that of a guide to a future policy of control, 
whether of selling prices, or of productive, distributive or other technical 
processes ; in the same way accounting reports in general have an under- 
lying purpose of formulating policy, whether exercised by management, 
investors, creditors or a state instrumentality, that is, an objective of 
control. 

Hence, as Perry Mason (Fundamentals of Accounting) points out, “cost 
accounting should not be considered as something apart from general or 
‘financial’ accounting. It is a better description to say that cost accounting 
procedures are superimposed upon the general accounting system. The 
requirements of cost analysis dictate many of the features of the system of 
underlying memoranda, such as the material requisitions and the pay-roll 
records ; the ledger accounts used to record the results of daily operations 
must furnish most of the figures needed for cost calculations; and the 
results of the cost computations are reflected in the computation of the cost 
of goods sold on the income statement and in the inventory figures on the 
balance sheet.” 

There are two basic concepts upon which cost accounting procedures are 
founded : 

(i) cost, and 
(ii) the unit of activity. 

The concept of cost is usually restricted in accounting to those financial 
outlays which are deemed to be chargeable against the income of any given 
accounting period. Thus it includes not only those outlays which are 
incurred in producing revenue but also any which have not produced and 
which are not likely to produce revenue. In cost accounting an attempt is 
made to account only for those outlays which represent acquired economic 
services which have become, or are still available to become, embodied in 
revenue-producing products or services. This implies a rejection of the 
doctrine of conservatism where the application of the doctrine would involve 
writing off in any period expenditures which in fact will benefit future 
periods or where an asset such as stock would “conservatively” be written 
down for valuation purposes below cost. (The fact that there may be 
differences of interpretation of cost as applied to inventories does not 
invalidate this position. ) 

As we have seen in previous articles, the unit of activity in accounting is 
usually a certain period of time; in terms of which financial outlays are 
related to revenue. Such a unit is adopted because the outstanding require- 
ment of accounting records is a statement of financial results over a period 
of time and of financial position at certain points of time. The require- 
ments of cost information similarly govern the unit of activity adopted in 
cost accounting. Cost-units may vary considerably in scope and nature 
but in each case the unit is a definite quantum of some kind of activity. It 
may, for example, be an activity which is carried on throughout an account- 
ing period, such as advertising a particular commodity or maintaining a 
continuous service to clients or customers. Or it may be an activity during 
a shorter period of time, such as the provision of 1,000 cubic feet of gas, 
the cutting of a suit of clothes, or the mixture of a group of chemicals. 
Or, again, it may be expressed in terms of commodities themselves, such as 
hats, boxes or motor cars. 

The selection of both the unit of activity and the concept of cost to be 
tpplied depends upon the purposes to be served by the information recorded. 

¢ of the principal objectives of cost accounting in practice are: 
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(a) to assist in controlling operations of an enterprise by measurement 
and comparison of the relative efficiency of various activities engaged 
in; 

(b) to assist in establishing control over acquisition, use and disposal of 
materials and commodities, providing incidentally a basis for balance 
sheet valuation of stocks on hand; 

(c) to assist in formulating sales policies by the determination of satis- 
factory prices for goods or services for sale; 


(d) to determine the profitability of the several types of goods or 
services sold, that is, to match costs and income in terms of com- 
modities rather than in terms of accounting periods. 

In pursuing these objectives the procedure of allocating costs to units 
of activity involves an extensive use of estimate on the fictional basis that 
it is possible to determine the actual cost of each unit of activity. What 
is in practice termed actual cost is just as much a mixture of fact .and 
estimate as is any balance sheet regarded as a valuation statement. Even 
the direct elements of cost—the materials which have been specifically 
acquired for and the labour which has been solely directed towards one 
activity—may not always be capable of precise determination. For example, 
a choice of “cost” of materials may have to be made between such bases 
as original cost, first in first out, last in first out, average cost, market 
price, standard cost, and so on; or the “cost” of direct labour when over- 
time is worked on a job which could have been carried out in ordinary 
working hours if the employee had not then been doing maintenance work 
may be open to varying computations. And when these direct or variable 
costs are determined satisfactorily the most elusive problem of cost account- 
ing—the equitable apportionment of indirect, overhead or non-variable costs 
over the relevant units of activity—inevitably arises. Each item of these 
costs must in fact be considered distinctly, and even the best basis is an 
arbitrary and fictional allocation. It may, for example, be contended that 
depreciation of a machine should be allocated equally to all the articles 
passing through it or in proportion to the time of each article processed 
by it. Such a contention may be reasonable, but there is nothing factual 
about it. Or the cost of lighting may be primarily allocated to production 
centres according to the number of globes in each centre; difficulties readily 
arise if some globes are alight for longer periods than others or if the 
globes are of varying candle-power, or if they are transferred from one 
position to another. 

The truth, in ‘Short, is that actual, historical cost is a fiction. How, then, 
can cost accounting serve the objective of control which is expected of it? 
Clearly, only by the maintenance of consistency in the basis used for 
allocating indirect charges and in the system of recording, by application 
of the method of comparison of results in terms of the unit or units of 
activity adopted, and by the measurement of such results, fictional though 
they may essentially be, in relation to some norm or standard set up (and 
modified when necessary) with regard to past experience and current 
possibilities. It follows that cost accounting procedures should not be 
lightly embarked upon; a costing system should be carefully planned with 
diligent attention not only to the recording details which will be involved 
but also to the particular objectives which it is required to carry out and 
the scope and method of analysis to which its reports will be subjected. 
The procedures themselves can be studied in several cost accounting text 
and reference books. 

This concludes this series of articles. Comments and criticism on any 
or all of the series are invited. 
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; Book Reviews 
n 
od 
Accounts From Incomplete Records, by J. G. Simpkins. (Gee & Co., 
of London, 1946. The Law Book Co. of Australasia Ltd., Melbourne.) 


ce Pp., 64. Price, 19/6. 
This book, of 64 pages, will be appreciated by all interested in account- 
s- ing procedure, especially by clerks in public accountants’ offices when 
faced with the task of bringing accounting order out of the chaos of 





or incomplete financial records. 
n- In this book, the general method to be followed in such cases is clearly 
and briefly summarized. The principal value of the book is that it 
its deals with a phase of accounting practice generally omitted from recog- 
rat nized text books on accounting. Students will benefit from the exposition 
rat of the practical requirements of the subject uSually taught as “Single 
nd Entry.” The form of some of the accounts will prove to be novel to 
en students because of the “short cuts” involved, as, for example, in the 
lly method of showing the depreciation in the asset account (page 28) and 
ne the unusual form of sales account (page 29). 
le, It is to be regretted that in such an excellent brief treatise the modern 
ses distinction observed in the use of the terms “provisions” and “reserves” 
ket has been ignored. Further, the Balance Sheet (page 46) and Trading 
er- and Profit and Loss Accounts (page 47), whilst to be commended for 
ary giving the comparative figures for the previous year, should not be 
ork accepted as models to be followed because the arrangement of assets 
ble and equities is illogical, and proper classifications have not been adopted 
nt: in the balance sheet and the revenue accounts. 
ists Interesting notes on Reports and Certificates and Keeping Future 
ese Records are given in Chapters 7 and 8. ; 
an Despite these criticisms, the book is one which will prove to be 
hat a definite help to those who must convert a miscellany of memoranda, 
sles receipts and invoices into an orderly set of accounts on the double- 
sed entry system. . 
ual A. E. Speck. 
‘ily A Concise Manual of Statistics, by Clement Burton. (Gee & Co., London. 
the The Law Book Co. of Australasia Ltd.) Pp., 182. Price, 23/9. 
one This manual is certainly concise, and its usefulness is rather limited 
aa result. In 182 pages the subject is developed to the stage of correla- 
hen, tion, with room found for chapters on municipal statistics (in which the 
it? author is a practising specialist ), mechanical aids and a guide to published 


for statistics. The form is predominantly that of numbered notes under 
tion headings, which, of course, cannot provide a logical approach to theoretic 


5 of concepts of statistical method. They do furnish a list of points useful 
yugh for a student cramming for an examination or an expert brushing up 
‘and his theory. 

rent The author is an Associate of the Thstitute of Municipal Treasurers 


t be fd Accountants and Fellow of the Royal Statistical Society, but, never- 
with [§teless, some details of his book need careful watching. For example, 
ved §™ page 65, the necessity to use weights in taking an arithmetic average 
and jg interest rates is rightly emphasised. But, unfortunately, the item 
cted. i * 334% is calculated as at 31%4%. 

text There are inevitably passages which only the trained statistician 
‘ould understand. The beginner would be bewildered. This is the open- 
ig gambit on index numbers: “Index numbers are numerical devices 


any Brepared to show the relation existing between facts at different points 
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of time. They are thus a measurable characteristic expressed as a pro- 
portion of a standard value of that characteristic or a special form of 
average used to indicate changes and to measure the relative movements 
of variables.” 

But these points do not destroy the utility of the manual as a concise 
summary of statistical method, from the collection of the data to cor- 
relation, amply illustrated by worked examples and diagrams. 


The following statement has been received from the Registrar of Com- 
panies, Mr. A. G. H. Briskham: 

“T have been concerned to receive a report from my inspector, who has 
just completed his examination of the annual returns filed in this office, 
to the effect that a large number of companies and their auditors are 
apparently unaware of the following important provisions of the Companies 
Act, 1934-1939: 


Companies Auditors’ and Liquidators’ Board.” 
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Gorpvon Bruns, 








South Australian Companies Act 











































1. The amount of directors’ fees must be shown as a separate item in 
the profit and loss account. If it is omitted, it is the auditor’s duty 
to refer to it in his report—Section 147 (3). 

2. The basis of value of all assets, other than those that are self- 0 
explanatory, e.g., cash, must be shown in the balance sheet.— d 
Directions at foot of Form C, 5th Schedule. 0 

3. A company must never state the amount of its nominal capital ke 
without the words ‘nominal’ or ‘authorised.’-—Section 387. ” 

4. The balance sheet must specify what amount of capital has been le: 
paid up in money and what amount other than in money.—Directions Gt 
at foot of Form C, 5th Schedule. tic 

5. The balance sheet and profit and loss account must be made up to & leg 
a date not earlier than the date of the meeting, to which they are § be 
presented, by more than three months.—Section 142. The provisions § it \ 
of this section are not complied with by presenting unaudited state- J tho 
ments or calling a meeting and adjourning it until the statements are J opi 
ready. * 

6. Ifa director does not obtain his share qualification within one month § ™é 
from the date of his appointment, he immediately ceases to be 4 for 
director.—Section 162. cha 
I have been alarmed to find that numerous company directors have Aus 
been continuing to act as directors without obtaining the qualification of 
shares prescribed in the articles of association. Some directors have Aus 
been so acting for years, apparently quite unaware that they are 
liable to a penalty of £2 per day.—Section 162 (5). W 
It is the auditor’s duty to*peruse the articles of association of @ ’ 
company whose audit he conducts, and if he discovers that any 
director has not obtained his share qualification, he should draw the a ' 
attention of the directors to that fact and acquaint them with the P A 
provisions of Section 162. (b 

If companies persist in committing these breaches, they must expect that : 

the penalties provided by the Act will be enforced, and auditors are notified 
that if any breach of their duty is discovered they may be reported to the (c) 
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Australian Banking Legislation 
By A. P. REYNOLDs, ‘A.1.C.A. 


(Being a lecture delivered to the Commonwealth Accountants Students’ 
Society, Victorian Division, on 11th December, 1946) 


I. INTRODUCTION 


The syllabus of examinations of the Commonwealth Institute of Account- 
ants requires of candidates for the subject, Banking, Finance and Foreign 
Exchange, a knowledge of the Australian Banking System and of Aus- 
tralian Banking Policy. The latest legislative enactments on these portions 
of the subject are contained in the Commonwealth Bank Act, 1945, and 
the Banking Act, 1945, both of which came into operation on August 21st 
in that year, except for certain sections which will be referred to in the 
course of the lecture. 

A banking system performs an important service in the economic life 
of a nation and is subject to constant development, so that the service it 
renders will be commensurate with the requirements of the times. The 
policy that operates through the system has a direct effect on the economic 
structure and is, therefore, of vital and general importance. The subject 
of economics is one in which there are great differences of opinion and it 
follows quite naturally, I think, that there should be a wide range of views 
on so intimate a section of it as banking policy. It was the conception that 
the Government must accept the responsibility for the economic condition 
of the country that led the Chifley Government in 1945 to bring down 
legislation to give it power over Australian banking policy as an aid to the 
maintenance of national economic health and prosperity. 

Our purpose to-night is to study the two Acts as students, in order to 
learn how the banking system operates and the methods by which the 
Government’s banking policy can be implemented through it. Considera- 
tion of the merits or demerits of the conception which prompted the 
legislation and of the Acts themselves cannot wholly be avoided, but is 
beyond the scope of this address, and when I refer to contentious matters 
it will be only to indicate points in your studies that are worthy of serious 
thought, for there may come a day when you will be asked to express your 
opinion upon them. 

The legislation we are to review to-night preserved many old features 
in Australian banking and introduced new ones. It gave statutory authority 
for the continuance of certain National Security powers and of other 
characteristics that had been voluntarily adopted in the evolution of 
Australian banking. It was influenced, in some respects, by the Report 
of the Royal Commission on the Monetary and Banking Systems of 
Australia which was published in 1937. 


II. CoMMONWEALTH Bank Act, 1945 
We will turn now to the Commonwealth Bank Act, which may be 
regarded as the corner-stone of Australian banking. The Treasurer in 
introducing the Bill to the House of Representatives stated that its main 
purposes were as follow: 

(a) To strengthen the central banking functions of the Bank; 

(b) To ensure that the financial policy of the Bank will be in harmony 
with the main decisions of Government policy and in the interests 
of the people of Australia ; 

(c) To ensure the development and expansion of its general banking 
functions by active competition with the trading banks; 
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(d) To return control of the Bank to the Governor, who will be assisted 
by an Advisory Council; and 

(e) To assist in developing small industries and in enabling the people 
to secure homes. 


1. Constitution of the Commonwealth Bank 


The Commonwealth Bank of Australia was established by the Fisher 
Government in 1911, as a trading bank with power to establish a depart- 
ment, branch or agency as a savings bank. It operated under the Com- 
monwealth Bank Act of 1911, which was substantially amended over the 
years to 1943. This legislation was repealed by the new Act so that the 
latter would present a comprehensive word-picture of the Commonwealth 
Bank, rather than numerous amendments to an existing Act. The new 
Act, however, provided that the Commonwealth Bank would be preserved 
and would continue its existence, sa that its corporate identity would not 
be affected. As a body corporate it has perpetual succession, a common 
seal, power to hold land and to sue and be sued in its corporate name. 

The general functions of the Commonwealth Bank are to pursue a 
monetary and banking policy to the greatest advantage of the people of 
Australia and to exercise its powers under the Commonwealth Bank Act, 
1945, and the Banking Act, 1945, in order to secure: 

(a) the stability of the currency of Australia ; 

(b) the maintenance of full employment in Australia; and 

(c) the economic prosperity and welfare of the people of Australia. 

In broad terms, those three objects constitute the charter of the Bank. 

From time to time the Commonwealth Bank is bound to inform the 
Treasurer of the Commonwealth of its monetary and banking policy, and, 
in the event of any difference of opinion as to whether such policy is 
directed to the greatest advantage of the people of Australia, the Treasurer 
and the Bank must endeavour to reach agreement. Should they be unable 
to do so, the freasurer has authority to inform the Bank that the Govern- 
ment accepts responsibility for the adoption of its policy by the Bank. It 
will be noticed that this provision refers to matters of policy affecting the 
interests of Australia and not the relationship of the Bank with its customers 
or the routine administration of the Bank. Nevertheless, the nature of the 
relationship between the Bank and the Government of the day is one of 
the points on which profound differences of opinion exist. 


2. Management of the Commonwealth Bank 

The Commonwealth Bank Act of 1911 placed the Bank under the sole 
control of a Governor, and he administered the institution until 1924, when 
the Bruce-Page Government transferred the responsibility to a Board con- 
sisting of two ex-officio members—the Governor and the Secretary to the 
Treasury—and six other members who had been actively engaged in agri- 
culture, commerce, finance or industry. The Bank has now, under the 
1945 Act, reverted to the management of the Governor, who is appointed 
by the Governor-General to hold office during good behaviour for a period 
not exceeding seven years, but is eligible for re-appointment. A Deputy 
Governor is also appointed by the Governor-General, subject to the same 
conditions, to perform such duties as the Governor directs, and with 
authority to exercise his powers and functions in the event of a vacancy i 
the office. The disappearance of the Bank Board was one of the contentious 
features of the legislation. 

The Secretary to the Department of the Treasury and the Governor 
maintain a close liaison so that each is fully informed on all matters which 
jointly concern the Treasury and the Bank. 





MAY | 
sisted 


eople 


‘isher 
part- 
Com- 
r the 
it the 
vealth 
- new 
erved 
d not 
nmon 
sue a 
le of 
; Act, 


ia. 
ank; 
n the 
, and, 
icy is 
usurer 
inable 
yvern- 
k. It 
ig the 
omers 
of the 
yne of 


ie sole 
when 
d con- 
to the 
1 agri- 
er the 
ointed 
period 
Jeputy 
> same 
1 with 
ncy in 
-ntious 


vernor 
which 


; 1947 THE AUSTRALIAN ACCOUNTANT 187 
3. The Advisory Council 


A new feature of the 1945 Act was the constitution of an Advisory 
Council to advise the Governor on the monetary and banking policy of 
the Bank and other matters which the Governor refers to it. The Advisory 
Council consists of : 


(a) the Secretary to the Department of the Treasury ; 
(b) the Deputy Governor ; 
(c) an additional Public Service representative of the Department of 
the Treasury appointed by the Governor-General ; 
(d) two officers of the Bank appointed by the Treasurer on the recom- 
mendation of the Governor. 
The Advisory Council must meet once a month. The Governor presides 
at all meetings, but is neither entitled to vote nor be counted for the 
purposes of a quorum, which comprises three members. 


III. DEPARTMENTS OF THE COMMONWEALTH BANK 


We will now consider the departments or divisions through which the 
Commonwealth Bank operates. It is important to note that the accounts 
and transactions of each department are kept separate and distinct, and 
that the Governor allots to the departments the portion of general receipts 
and expenditure of the Bank applicable to them, so that independent balance 
sheets can be issued. Surplus funds in any department are invested in 
such a manner as the Governor thinks fit. 


Central Banking 


No specific reference to central banking appears in the Commonwealth 
Bank Act, 1911-43, but from 1929 onward the Bank, with the co-operation 
of the trading banks, gradually assumed the functions of a central bank, 
under such legislative powers as it possessed and its subsequent wartime 
powers under National Security Regulations. 

The new legislation formally established the Commonwealth Bank as a 
central bank, and this must be regarded as its principal function. We have 
already noted in the constitution of the Bank the provisions which authorise 
it to carry out the policy of the Government, and later in the lecture we 
will consider the means by which this can be done. 

The Commonwealth Bank is authorised to act as banker and financial 
agent of the Commonwealth. This role is in keeping with central bank 
technique and one it has fulfilled since 1912. In addition to any other 
powers conferred on it by the Act, the authority to carry on the business 
of a central bank includes power— 

(a) to regulate the note issue; 

(b) to receive money on deposit ; 

(c) to borrow money; 

(d) to lend money ; 

(e) to buy, sell, discount and re-discount bills of exchange, promissory 

notes and Treasury bills; 
to buy and sell securities issued by the Government of the Com- 
monwealth and other securities ; 
) to buy, sell and otherwise deal in foreign currency, specie, gold and 
other. precious metals ; 
to establish credits and give guarantees ; 
to issue bills and drafts and effect transfers of money ; 
to underwrite loans; 
to acquire and hold land on any tenure; and 
to do anything incidental to any of its powers. 
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Another duty of the central bank is to publish, at least weekly, its ~ 


telegraphic transfer rates of exchange of sterling expressed in terms of 
Australian money. You will see these quotations posted in a frame at the 
entrance to the Commonwealth Bank, Melbourne, and a fresh list is 
inserted every Friday at 5 p.m.,.even though the rates have not been 
changed since November, 1945. 

The capital of the Commonwealth Bank for the purposes of central 
banking is £4,000,000, which was transferred from the capital and reserves 
existing immediately prior to the commencement of the new Act. This 
amount may be increased by transfers from the Commonwealth Bank 
Reserve Fund, at the discretion of the Governor, when it is considered that 
the responsibilities of the bank require larger capital resources. 

The net profit in each year from the central banking business is to 
be credited as follows: 

(a) One-quarter to the Commonwealth Bank Reserve Fund; 

(b) One-quarter to the capital account of the Mortgage Bank Depart- 
ment until it reaches £4,000,000, when the portion is to be directed 
to the Commonwealth Bank Reserve Fund; 

(c) One-half to the National Debt Sinking Fund. 


2. General Banking Division 

The Commonwealth Bank has power to carry on general banking 
business and, in addition to the general authority, has power to exercise 
the special functions already detailed in connection with the Central Bank 
Department excepting only that relating to the regulation of the note issue. 

It is the duty of the Bank to develop and expand the business of the 
General Banking Division and this requirement brought about, for the first 
time, the separation of central’banking and general banking activities. The 
reason for this division is that it would be unfair for the Commonwealth 
Bank to use the funds of the trading banks at its disposal in competition 
with them. 

Accordingly the special accounts which the trading banks are required 
to maintain with the Commonwealth Bank under the Banking Act, and also 
the trading banks’ accounts for purposes of Clearing House settlements, 
are not kept in the General Banking Division but in the section dealing 
with central banking. 

The capital of the General Banking Division is £4,000,000, provided 
from capital and reserves existing when the Act came into operation. 
Further amounts may be transferred to capital from future accumulations 
of reserves at the discretion of the Governor. The profits of the division 
are transferred in equal shares to the General Banking Division Reserve 
Fund and the National Debt Sinking Fund. 


2a. Housing Loans 

The General Banking Division brought into operation on January 2nd, 
1946, the provisions of the Act relating to housing loans to individuals and 
to approved building societies, to enable them to lend to their members. 
This service is designed to assist in relieving the post-war housing shortage 
and replaces the Commonwealth Housing Act, 1927-1928. 

Loans to individuals for the erection of homes or the purchase of newly 
erected homes receive preference and are made on credit foncier terms 
upon the security of a first mortgage, provided the borrower is residing m 
the home or will be doing so within a reasonable time. The loans are 
limited to £1,250 or 85 per cent. of the Bank’s value of the security, 
whichever is the less, and are repayable by monthly or quarterly instal- 
ments over periods of not less than five years or more than thirty-five 


years. 
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3. Note Issue Department 


Australian notes are printed under the authority of the Commonwealth 
Bank and have been issued, re-issued and cancelled through the Note Issue 
Department since 1920. Australian notes were first issued by the Com- 
monwealth in 1910, when banks were prohibited from circulating notes 
issued by a State. 

Australian notes are legal tender throughout Australia and may be issued 
in denominations of five shillings, ten shillings, one pound, five pounds, 
ten pounds or any multiple of ten pounds. At present five shilling notes 
and notes of a higher denomination than £10 are not issued. Australian 
notes bear the signature of the Secretary to the Department of the Treasury 
or of such officer of the Department as the Treasurer directs, and the 
signature of the Governor or another officer of the Bank authorised by the 
Governor. 

The assets of the Note Issue Department, in so far as they do not consist 
of land, plant, equipment, stores and the like, must be held or invested— 

(a) in gold; 

(b) on deposit with any bank ; and 

(c) in securities of the Government of the United Kingdom or the 

Commonwealth or a State. 

The note issue reserve, established under the 1911-43 Act to provide 
gold or sterling equal to at least 25 per cent. of the amount of Australian 
notes on issue, is now held in a special reserve in the Note Issue Depart- 
ment, to be available, from time to time, as the Governor determines, for 
the purpose of preserving the external value of the Australian currency 
and for the purposes of the department. The Government, in abolishing 
the Note Issue Reserve, adopted the view of the Banking Commission that 
it was no longer necessary as Australian notes are not now convertible 
into gold. The present reserve, together with the power to mobilise foreign 
exchange and gold, to which reference will be made further on, is designed 
to withstand pressure on overseas funds. 

Apart from the issue of Australian notes by the Commonwealth Bank, 
neither the Commonwealth Bank itself nor any other person, including a 
State, is permitted by the new Act to issue a bill or note payable to bearer 
on demand for the payment of money and intended for circulation. These 
provisions ensure that Australian notes are the only currency notes that 
may be legally issued and circulated, and, as a result, the Bank Notes Tax 
Act, 1910, is repealed. This Act had, on being proclaimed in 1911, virtually 
prohibited the issue of currency notes by the trading banks by imposing a 
tax of 10 per cent. per annum on the issue and re-issue of currency notes. 

The profits derived in each year from the issue of Australian notes are 
applied in making an annual payment of £150,000 to the Mortgage Bank 
Department while its capital is less than £4,000,000, and paying the balance 
to the Commonwealth. 


4. Rural Credits Department 


The Commonwealth Bank continues under the new Act the Rural Credits 
Department which was created in 1925. Advances for periods of not more 
than one year are made through the department upon the security of 
primary produce placed under the legal control of the Bank, and upon 
other security associated with the production or marketing of primary 
produce, to co-operative associations, marketing boards and other bodies 
lormed under the law of the Commonwealth, or of a State or Territory of 
the Commonwealth. 

In lieu of making advances to bodies of this type the department may 
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assist them by discounting bills secured by primary produce placed under 












































the legal control of the Bank. ' 

The capital of the department remains unchanged at £2,000,000. This I 
amount may be increased if necessary by loans of up to £3,000,000 from g 
the Treasurer and advances from the Bank. 

The net profit of the department in each year is divided equally between § L 
the Rural Credits Department Reserve Fund and the Rural Credits 
Development Fund which has been established for the promotion of pri- 
mary production. 

5. Mortgage Bank Department " 

The Commonwealth Bank still maintains the Mortgage Bank Depart- § is 
ment which commenced operations on September 27th, 1943. Loans are Jj au 
made through this department to any person engaged in farming, agri- J po 
cultural, horticultural, pastoral or grazing operations, or in other form of | 
primary production approved by the Bank, upon the security of a first | 
mortgage of an estate or interest in land in the Commonwealth owned by 
the borrower, and used in primary production. 

The amounts of the loans are limited to 70 per cent. of the Bank’s value 
of the lands on which loans are secured, or £5,000, whichever is the less. 
Loans are not made for shorter periods than five years or for more than 
forty-one years and the mortgages provide for payment of equal half-yearly 
instalments of principal and interest and for the payment, at the end of the 
period, of any balance outstanding. 

The capital of the department at the commencement of the new Act was 
£1,750,000 and this sum is to be built up to £4,000,000 from the profits (« 
derived from central banking and the issue of Australian notes. The TI 
capital resources may be increased further by advances up to £1,000,000 @ reso 
from the Bank and advances from the Commonwealth Savings Bank. The is d 
Treasurer may also make advances to the Bank for the purposes of the J Nati 
department and borrow under the Commonwealth Inscribed Stock Act, 
1911-43, for the same purpose. 

The net profit of the department in each year is placed to the credit of # 7, 
the Mortgage Bank Department Reserve Fund. Trad; 
6. Industrial Finance Department ae 

The Commonwéalth Bank Act, 1945, provided for the establishment of Savin, 
an Industrial Finance Department to finance secondary industries whose ff yeai} 
needs are beyond the scope of the usual banking facilities, along lines depart 
already adopted in Great Britain and Canada. The new department com Bij , 
menced business on January 2nd, 1946, under the management of a General Btu: 
Manager, appointed by the Governor-General, but, nevertheless, subject to heilita 







the authority of the Governor of the Bank. The method of appointment 
recognised the need to develop a special technique in industrial banking, 
the functions of which are as follow: 

(a) to provide finance for the establishment and development of indus 

trial undertakings, especially small undertakings ; 

(b) to assist in the establishment and development of industrial under 

takings ; and ; 

(c) to provide advice on the operations of industrial undertakings with 

a view to promoting their efficient organisation and conduct. 

In the exercise of these functions the department provides financial 
assistance, either by loans or by investment in shares and securities, 
undertakings that have reasonable prospects of continuing to be profitable 
or of becoming profitable. 
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The capital of the Industrial Finance Department is £4,000,000, pro- 
yided in equal proportions from the special reserve in the Note Issue 
Department derived from the profit on past sales of gold and from the 
general resources of the Bank. 

The net annual profit remains in the department in the Industrial Finance 
Department Reserve Fund. as 


IV.. THE CoMMONWEALTH Savincs BANK oF AUSTRALIA 


‘ Notwithstanding the repeal of the Commonwealth Bank Act, 1911-1943, 
the Commonwealth Savings Bank is preserved to continue its existence 
under the new Act. Although managed by the Governor of the Bank, it 
isa legal entity, separate and distinct from the Commonwealth Bank. Its 
authority to carry on the business of a Savings Bank includes the following 
powers: 

(a) to receive money on deposit; 

(b) to invest money held by it— 

(i) in securities issued by Empire Governments or securities 
issued or guaranteed by authorities constituted by legislative 
enactments, 

(ii) on loans on the security of land, 

(iii) in advances for the erection of storage facilities and plant 
for storage, preservation and treatment for marketing of 
primary produce, 

(iv) on deposit with the Commonwealth Bank; 

(c) to acquire and hold land on any tenure. 


The Savings Bank has not a.capital account, but there are capital 
resources in a Reserve Fund built up from profits. Each year the profit 
is divided equally between the Savings Bank Reserve Fund and the 
National Debt Sinking Fund. 


V. COMMONWEALTH BANK: GENERAL 


The structure of the Commonwealth Bank, in which a Central Bank, a 
Trading Bank and a Savings Bank operate under a single control, is 
tnusual, but one that the Banking Commission favoured. An important 
pint regarding both the Commonwealth Bank and the Commonwealth 
Savings Bank is that both institutions are guaranteed by the Common- 
wealth of Australia. We have already noted the provisions for separate 
departmental accounting within the Commonwealth Bank, and record now 
that accounts of the Savings Bank are kept separately also. The Act 
taturally includes a number of machinery or administrative clauses to 
cilitate the management and development of the institutions, and some 
{general interest may be noted conveniently at this point which concludes 
aur review in this lecture of the Commonwealth Bank Act, 1945. 

The head offices of both the Bank and the Savings Bank remain in 
Sydney, and each institution has authority to establish branches and 
gencies within Australia and overseas, and, with the approval of the 

teasurer, to arrange the amalgamation of any other bank or savings bank 
with them respectively. The Bank appoints the officers necessary for the 
tlicient conduct of its business and for the operation of the Savings Bank, 
and they form the Commonwealth Bank Service. 

The property, income and operations of the Bank and the Savings Bank 
ate not subject to taxation. 

The affairs of each institution are subject to at least an annual inspection 
and audit by the Auditor-General. 
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VI. Tue Banxinc Act, 1945 

This Act superseded the National Security (Wartime Banking Control) 

Regulations which were repealed from August 29th, 1945. The Treasurer, 

in introducing the Bill to the House of Representatives, stated that it was 
designed for the following purposes: 


















































(a) To provide a legal framework, uniform throughout Australia, for ¢ 
regulating the banking system. st 
(b) To safeguard depositors of the banks from loss. fr 
(c) To provide for the co-ordination of banking policy under the J th 
direction of the Commonwealth Bank. : ba 
(d) To control the volume of eredit in circulation and bank interest § no 
rates. 
(e) To mobilise, and to provide machinery for the control of, the foreign Hac 
exchange and gold resources of the Australian economy. the 
Trading Banks “ 
Persons other than companies are not permitted to carry on banking 
business in Australia, and a corporate body cannot carry on the business 
of banking unless authorised in writing by the Governor-General. Thusa ff |. 
bank is defined as a body corporate, authorised under Part II of the Bank- I 
ing Act, 1945, to carry on banking business in Australia. bon 
Accordingly, persons or bodies of persons are prohibited from using the fH tj. 
words “bank,” “banker” or “banking” or “savings bank” unless the word wit 
was formerly used by them and the Treasurer has authorised its com@ 4 
tinuance. obli 
Within seven days of the commencement of the Act the Governor ff wea 
General granted unconditional authority to carry on banking business inf ang 
Australia to the fourteen banks that were in existence oi: November 26th y 
1941, when the National Security (Wartime Banking Control) Regulations tiny, 
came into operation. These are: or st 
The Bank of Adelaide. mon’ 
Bank of Australasia. A 
Bank of New South Wales. may 
The Commercial Bank of Australia Limited. three 
The Commercial Banking Company of Sydney Limited. if the 
The English, Scottish & Australian Bank Limited. prote 
The National Bank of Australasia Limited. An 
The Queensland National Bank Limited. hold 
The Union Bank of Australia Limited. Austr 
The Ballarat Banking Company Limited. practi 
Bank of China. the C 
Bank of New Zealand. meet 
The Brisbane Permanent Building and Banking Company Limited. Austr; 
Comptoir National d’Escompte de Paris. in pric 
A trading bank is not permitted to conduct any banking business for aj , 
State or for any authority of a State, including a local governing authority,—* Sp 
except with the consent of the Treasurer. Until a date yet to be fixed by The 
the Treasurer, this proviso applies only to any banking business for this of cred 
group which may be specified by the Treasurer. Bach | 
Where any person desires to carry on any banking business in Australia ¥hich 
but does not desire to carry on the general business of banking, the mg Co: 
Treasurer may, by order published in the Gazette, exempt that person from hanks | 






compliance with such of the provisions of this Act as are specified 
the order. This exemption is designed for pastoral companies, building 
societies, travel agencies and other firms that conduct, in conjunction wil 
their main business, certain banking transactions for their customers. 
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A corporate body formed to carry on the business of banking must 
furnish the Treasurer with a copy of the document under which it is 
constituted and apply for the necessary authority, and, if granted by the 
Governor-General, it will be published in the Gazette. An alteration in 
the structure of a bank by way of sale, amalgamation or reconstruction is 
subject to the consent of the Treasurer after receipt of a recommendation 
from the Commonwealth Bank. Where the Governor-General is satisfied 
that a corporate body in possession of an authority has ceased to carry on 
banking business in Australia, he may revoke the authority and publish 
notice of the revocation in the Gazette. 

The Auditor-General is authorised periodically to investigate the books, 
accounts and transactions of each bank and furnish to the Treasurer and to 
the Commonwealth Bank such reports as the Treasurer directs. The 
Auditor-General is not permitted, however, to furnish a report with respect 
to the affairs of any individual customer of a bank. 


VII. Centra BANK ConTROLS 
1. Protection of Depositors 

It is the duty of the Commonwealth Bank to exercise its powers and 
functions for the protection of the depositors of the trading banks. For 
this purpose it may request any bank to supply it, within a stated time, 
with specified information relating to the financial stability of the bank. 

A bank which considers it is likely to become unable to meet its 
obligations, or is about to suspend payment, must inform the Common- 
wealth Bank, which may then investigate the affairs of the bank concerned 
and, by notice in the Gazette, assume control and carry on its business. 

Where the Commonwealth Bank assumes control of a bank it will con- 
tinue its administration until the deposits with the bank have been repaid 
or suitable provision made for their repayment, and notice that the Com- 
monwealth Bank ceases control is published in the Gazette. 

A bank whose business has been taken over by the Commonwealth Bank 
may apply to a Full Court of the High Court, constituted by not less than 
three Justices, for an order for the control to cease, and it may be granted 
if the court is satisfied that the control is no longer necessary for the 
protection of the depositors of that bank. 

Another provision under this heading requires the trading banks to 
hold sufficient assets in Australia to cover their deposit liabilities to the 
Australian public. The provision ensures the continuance of the accepted 
practice of the Australian banks unless some modification is agreed to by 
the Commonwealth Bank. In the event of a bank becoming unable to 
meet its obligations or suspending payment, the assets of the bank in 
Australia must be available to meet the bank’s deposit liabilities in Australia 
in priority to all other liabilities of the bank. 

2. Special Accounts 

The Special Accounts provide a simple method of regulating the volume 
credit by immobilising portion of the cash reserves of the trading banks 
Bach bank maintains with the Commonwealth Bank: a Special Account 
which was originally opened under the National Security (Wartime Bank- 
ng Control) Regulations to prevent the increased liquidity of the trading 
tanks from generating a secondary inflation. 

Each bank is required to lodge in its Special Account each month such 
‘mount as the Commonwealth Bank directs in the light of current credit 
wnditions. The amount, however, may not cause the balance of a bank’s 
Special Account opened under the Act at its commencement to exceed the 
otal of the amount then transferred from the bank’s wartime Special 
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Account and subsequent increases in that bank’s average assets in Australia 
A bank cannot withdraw any sum from the Special Account except with 
the consent of the Commonwealth Bank. 

The Commonwealth Bank pays interest at half-yearly intervals to each 
bank on the daily balance of its Special Account ‘at a rate determined by 
the Commonwealth Bank with the approval of the Treasurer but not 
exceeding seventeen shillings and sixpence per cent. per annum. The 
present rate is fifteen shillings per cent. per annum.* 


3. Advances and Investments 

The broad control of advance policy began as a wartime measure under 
National Security (Wartime Banking Control) Regulations, and is now 
continued in the Banking Act. Where the Commonwealth Bank is satisfied 
that it is necessary or expedient in the public interest, it may determine the 
policy in relation to advances to be followed by the trading banks. This 
means that the Commonwealth Bank may give directions as to the classes 
of purposes for which advances may or may not be made, to ensure a 
balanced expansion of credit without interfering with the granting of 
individual advances. 

A further supplementary provision to regulate the expansion of credit 
places limitations on the investment of bank funds, for a bank is not 
permitted, except with the consent of the Commonwealth Bank, to purchase 
or subscribe to securities of the Commonwealth, a State, authorities of the 
Commonwealth or of a State, local governing bodies in Australia, or 
securities listed, on a Stock Exchange in Australia. 


4. Interest Rates 
This important economic control which was introduced under National 


Security (Economic Organisation) Regulations is continued under the 
Banking Act of 1945, which authorises the Commonwealth Bank, with the 
approval of the Treasurer, to make regulations controlling rates of interest 
payable to or by banks and rates of discount chargeable by banks, or any 
other person, in the course of banking business. 


5. Mobilisation of Foreign Currency 

Exchange mobilisation was first adopted in Australia in August, 1930, 
by a voluntary agreement between the Commonwealth Bank and the trading 
banks, under which the latter made available to the former a portion d 
their receipts of London funds in order to assist in meeting the overseas 
debt service. During the war and following its termination the Nation 
Security (Exchange Control) Regulations require the banks to make avail 
able to the Commonwealth Bank each month their excess receipts of London 
funds, after effecting payments in respect of imports and services. The 
Banking Act, 1945, gives the Commonwealth Bank power to mobilise 
London funds accruing to the Australian banking system after the with 
drawal of exchange control. 

Under the Act, the Commonwealth Bank will have power to require each 
bank to transfer to it, in exchange for Australian currency, the sterling 
equivalent of that proportion of that bank’s excess receipts of foreign 
currency which it may need. The “excess receipts of foreign currency 
will be the amount by which the bank’s surplus foreign currency at @ 
particular date exceeds the amount of its surplus foreign currency at 
date of the commencement of the Act. In exercising this right the Com 
monwealth Bank is required to take the same proportion from each bank 
and make allowance for any blocked balance held by the banks. Th 


*Rate was reduced to ten shillings per cent. as from February 1, 1947. 
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‘Commonwealth Bank may sell foreign currency to a bank to meet normal 
business requirements. 


6. Foreign Exchange 

After the expiration of the National Security Act additional control of 
foreign currency to that given the Commonwealth Bank under the pro- 
vision for the mobilisation of foreign exchange may be necessary jn an 
emergency. Therefore, where the Governor-General is satisfied that it is 
expedient for the protection of the currency or the public credit of the 
Commonwealth or in the national interest to conserve the foreign exchange 
resources of the Commonwealth, he may make regulations providing for 
the control of foreign exchange. 


7. Gold 

Gold is an international medium of exchange and transactions in the 
metal are controlled by the Commonwealth Bank under the National 
Security (Exchange Control) Regulations. The Act includes powers, 
based on these regulations and the repealed Commonwealth Bank Act, for 
use, if necessary, after the present regulations are discontinued. 

It provides that where the Governor-General is satisfied that it is 
expedient for the currency or the public credit of the Commonwealth, he 
may by proclamation declare that the whole or part of the provisions 
relating to gold be brought into operation, and they will, continue to be in 
force until removed by a further proclamation. 

Broadly, the provisions that may be proclaimed prohibit the export of 
gold from Australia, except with the consent of the Commonwealth Bank, 
and require every person who has gold in his possession or control to 
deliver it to the Commonwealth Bank. The price paid for gold so delivered 
will be fixed and published by that Bank. 


The sale and purchase of gold may be limited by the Act to the Com- 
monwealth Bank or persons authorised by it. Sales of gold for the purpose 
of being worked or used in manufacture by the purchaser for professional 
or trade purposes are provided for. 


VIII. GENERAL PROVISIONS 


1. Compliance with Banking Act 

Where a bank is convicted of an offence against the Act or the regu- 
lations, the Full High Court may, upon the application of the Attorney- 
General, direct the bank to comply within a specified time. In default of 
compliance the court may authorise the Commonwealth Bank to assume 
control of, and carry on, the business of that bank. 


2. State Banking 

The requirements of the Commonwealth Constitution prevent the full 
application of the Banking Act, 1945, to State banking. The provisions 
regarding exchange control, gold and certain miscellaneous matters, which 
have a general application, apply to State banks without infringement of 
the Constitution. 


IX. BANKING STATISTICS 


l. Commonwealth Bank Statistics 

The Governor prepares, in accordance with the prescribed forms, annual 
balance sheets of the Bank (i.e., the Central Bank),.the General Banking 
Division, each department of the Bank and the Savings Bank and submits 
them to the Auditor-General for report as to their correctness or otherwise, 
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and then transmits them, together with the reports of the Auditor-General, 


to the Treasurer. In addition, true copies are forwarded to the President 
of the Senate and to the Speaker of the House of Representatives, to be 
laid before the Senate and the House of Representatives respectively. The 
statements of account were published for the first time in the new form for 
the year ended 30th June, 1946. 

A statement showing the number and amount of Australian notes on 
issue as at the close of business on the last Monday in each month is 
prepared by the Commonwealth Bank, forwarded to the Treasurer and 
duly published in the Gazette. Notes of a denomination not exceeding one 
pound which have been on issue for more than twenty years, and notes of 
a denomination exceeding one pound which have been on issue for more 
than forty years, are not included. Each trading bank furnishes the Com- 
monwealth Bank with a return showing the amount of Australian notes 
held by that pank at the close of business on Monday in each week. 


2. Trading Bank Statistics 

Each bank is required to prepare, in accordance with specimen forms in 
the second schedule of the Act, the following statistical information for sub- 
mission to the Commonwealth Bank and the Commonwealth Statistician: 


(a) Annual returns: 
(i) Balance sheet. 
(ii) Statement of profit and loss. 
(iii) Statement of income and expenditure in respect of Australian 
business. 


(b) Weekly returns: 
(iv) Statement of assets and liabilities within Australia. 
(v) Statement of debits to customers’ accounts. 
(vi) Statement of foreign currency, 


(c) Other periodical returns: : 

(vii) Statement of loans, advances and bills discounted. (Classified 
according to purpose, rate of interest or discount and indus- 
try of borrower.) 

(viii) Statement of deposits. (Classified according to term, rate of 
interest and industry of depositor.) 


It will be observed that certain returns link up with the central banking 
requirements of the legislation. From the accounting point of view, it is 
interesting to note that the standard form of balance sheet and statement 
of profit and loss, which ensure uniformity, facilitate comparison between 
the statements of the various banks and simplify compilation of a com 
posite statement of the banking system. They also indicate, broadly, the 
classification of accounts required in bank accounting. 

The Commonwealth Statistician prepares from the returns submitted 
various statements that are published in the Gazette. In addition, since 
November, 1945, he has issued a Monthly Bulletin of Australian Banking 
Statistics that is a valuable addition to Australian financial statistics. 


3. The Value of Banking Statistics 


Banking statistics provide a wide range of information concerning the 
banking system and are a guide to general economic conditions. 

The stability of the banks to which the members of the public entrust 
their funds and intimate business dealings are the concern of all people. 
Persons about to select a bank at which to open a current account have 
access to the balance sheets of the banks, which can be analysed to test 
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financial strength and compared by ratios er percentages with similar 
figures obtained from a composite statement of all the banks. I suppose 
it is safe to assume a test of this kind is seldom made for the purpose 
indicated. The Australian trading banks during the past forty or fifty 
. years have acquired a reputation for stability and integrity that is taken 
for granted by the average citizen. Consequently, banks are generally 
contacted through acquaintances or by considerations of inclination and 
convenience. 

It is safe to assume that banking statistics are more generally used in 
economic surveys to obtain an indication of business trends. 

The Statistician’s bulletin contains a table showing the average of lia- 
bilities and assets within Australia of eighteen banks. That is, the fourteen 
trading banks (whose names I have already recited) authorised to carry 
on banking business under the Banking Act, 1945, the General Banking 
Division of the Commonwealth Bank, the Rural Bank Department of the 
Rural Bank of New South Wales, the General Banking Department of the 
State Bank of South Australia, and the Rural Department of the Rural 
and Industries Bank of Western Australia. It is compiled monthly and 
comprises the average figures of the weekly returns for the month under 
review. 

This table shows the disposition of the assets of the Australian banking 
system and enables comparisons to be made between the various groups of 
assets and deposits which are the principal liabilities. Another table 
furnishes ratios of assets and liabilities to total deposits for the nine large 
trading banks which head the list of the fourteen trading banks I named 
for you. 

The coin, bullion and Australian note holdings of the banks, together 
with the balances of the trading banks with the Commonwealth Bank, show 
the cash basis which determines the expansion or contraction of credit. 
Deposit figures reveal the volume and distribution of money, and advance 
figures indicate the trend of credit. 

The publication of aggregate figures of bank debits (that is, debits to 
customers’ accounts) make a welcome addition to financial statistics in 
Australia. They provide a partial index to the general volume of business 
transacted in both public and private spheres, and constitute a better indi- 
tator than the clearing house returns, which cover only a limited sample of 
debits. In comparison with current account balances (i.e., free deposits 
and advances) they provide the data from which some indication of the 
velocity of circulation of money can be obtained. 

Returns showing the amount of Australian banking funds in London, 
in conjunction with the balance of payments in overseas trade, irdicate our 
ability to meet commitments abroad, the probable trend of exchange rates 
and possible movements in dimensions of our credit structure. 


X. CoNncLusIoNn 


In this review of Australian banking legislation I have endeavoured to 
focus attention on the salient points in the various divisions of the Com- 
monwealth Bank Act, 1945, and the Banking Act, 1945, and thus present 
a picture of the Australian banking system and of the methods by which 
the policy of the Government and the Central Bank can be brought to bear 
upon the financial structure of the nation. 

I hope this has been done with sufficient clearness to reward you for 
your attendance here to-night. 
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. Social "Security in Britain 
By SAMUEL Hays, B.cOM. (HONS.), F.S.S. 


At the time of writing (mid.-February, 1947), the main interest and 
topic of conversation in Britain is the extremely severe winter being 
experienced and the drastic cuts in fuel and electricity, which have 
brought industry almost to a standstill for the time being. But “if winter 
comes, can spring be far behind’? And with this thought, Britons are 
looking forward to much better days ahead. Amongst the good things 
which be just around the corner is the coming into operation of the 
greatly expanded system of social security legislation which became 
law during 1946. Social security measures are, of course, no new thing 
in British history —the first Old-age Pension and National Health 
Insurance Acts were passed nearly forty years ago. But the Acts of 
1946 represent a very big step forward, not only on account of the 
greatly increased scale of benefits, but because of their comprehensive- 
ness. It is thought that the citizens of Australia —a country which has 
always been in the forefront in matters of social security — will be 
interested in the latest developments in social legislation in Britain. 


(1) Recent History. The passage into law of the National Insurance 
Act and National Health Service Act at various dates during 1946 
marks the culmination of Britain’s search for a comprehensive system 
of social security. The first moves in this began during the darkest 
days of the war. By a great act of faith on the part of Mr. Churchill's 
Government, a committee was appointed, in 1941, to study and recom- 
mend measures for improving the country’s social services in the post- 

* war era. The chairman of this committee was Sir William Beveridge — 
now Lord Beveridge — one of Britain’s leading economists, and at that 
time the Master of one of Oxford’s oldest colleges. The other members 
were all Civil Servants, and for that reason the Report of the Committee 
was signed by Sir William Beveridge alone. This was the farnous 
Beveridge Report, issued in November, 1942, some seventeen months 
after the appointment of the Committee. The contents of this Report 
surprised and gladdened the populace of Britain by its comprehensive- 
ness and breadth of imagination. It received an overwhelmingly favour- 
able reception, and it played no small part in strengthening the country’s 
determination to wage war with greater vigour. The Report was trans- 
lated into a number of foreign languages, and it became a best-seller 
both in Britain and abroad. The Commons debated the Report in 1943, 
and the Government gave a qualified acceptance to its proposals. Rather 
more than a year later, Britain’s famous war-time Minister of Food— 
Lord Woolton—who had now become Minister of Reconstruction, 
issued a White Paper on Social Insurance. This gave the Government's 
plans for post-war social security, and these plans were found to be 
much more generous than the debate in the House might have led one 
to expect. They were, in fact, in advance of those put forward by 
Sir William himself in a number of particulars, and the White Paper 
was described by him as “ninety per cent. Beveridge.” Before the end 
of the Coalition Government, the first instalment of the scheme was 
placed before the House in the shape of the Family Allowances Bill. 
This was passed into law during the short life of Mr. Churchill's Care- 
taker Government. During the General Election Campaign, all the 
three main parties were pledged to. the introduction of social security 
measures on the lines of the Beveridge Report and the White Paper on 

Social Insurance. As all the world knows, this election resulted in the 
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‘formation of the first Labour Government with an independent majority, 
and it fell to this Government to prepare and pass the necessary 
legislation. 

The main. difference between the National Insurance Act and the 
White Paper proposals of the Coalition Government are in the direction 
of increased rates of benefit— to: be paid for partly by higher contri- 
butions and partly by increased Exchequer grants. In the main, how- 
ever, the original Beveridge plan, the Coalition Government’s White 
Paper and the 1946 National Insurance Act have a great deal in 
common, and in principle are identical. The purpose of the Act is 
stated to be the provision of “a unified and comprehensive scheme of 
national insurance which will cover practically everyone in Britain.” — 
This will be supplemented by the establishment of health and medical 
services to be set up under the National Health Service Act. Rich and 
poor, employer and employee, Cabinet Ministers and the humblest of 
civil servants, are alike to pay contributions and be eligible for benefits. 
These will consist of sickness and unemployment benefit, maternity and 
widows’ benefits, guardians’ allowances, retirement pensions and death 
grants. Free medical, dental and hospital treatment for all, and, to a 
limited extent, specialist treatment are to be given under the second 
of the social security measures. In addition, as part of the complete 
scheme for social security, but not as part of the two main statutes, 
provision for the payment of family allowances has already been made. 
So, also, has a revised scheme for the payment of Workmen’s Compen- 
sation. The new Industrial Injuries Scheme provides for disablement 
benefit, not on the basis of earnings as was the case under earlier 
Workmen’s Compensation Acts, but in accordance with family needs. 


(2) The Cost. It would be undesirable to stress the great benefits 
which will accrue under the Social Security Plan without, at least, a 
reference to the cost. This cost is to be met partly by the payment of 
subscriptions on the part of all the adult population and the remainder 
out of the proceeds of taxation. The cost of the parallel social services 
under existing schemes would have totalled some £350 millions in 1948, 
or nearly £8 per head of the population. Under Sir William Beveridge’s 
scheme, the cost would have been £400 millions in its first year of 
operation, rising to £600 millions in 1965. The initial cost has been 
successively raised to £443 millions in the Coalition White Paper and 
to £510 millions in the present Act. On account, of the steadily increasing 
age of the population in Britain, the number of recipients of retirement 
pensions will steadily grow. In general terms, the cost of social security 
will increase by something over £100 millions each decade for the next 
twenty-five years. During this time the annual charge on the Exchequer 
will continue to grow. But even this vast sum does not cover the entire 
cost. Neither the Beveridge plan, the White Paper, nor the present Act, 
cover children’s allowances under the Family Endowment scheme, the 
Industrial Injuries Scheme, and the bulk of the cost of the national 
health service. These plans will account for at least a further £200 
millions in the first full year of operation. Thus, it can be reckoned 
that some £720 millions will be spent on social security as a maximum 
annual charge. During 1946, Britain’s national income was in the 
neighbourhood of £8,400 millions. The cost of social security, at the 
outset of the full scheme, will be about £16 per head of the population, 
and will represent about one-eleventh or one-twelfth of the national 
income. 

Payments under the Family Allowances Scheme are being met 
tatirely out of taxation. Under this arrangement, a weekly payment 
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of 5s. is now made for every child of school age after the first. Benefits” 
are paid out at branches of the Post Office. The original Beveridge plan ™ 
suggested 8s. a week, but the Government’s scheme tends to favour 
mereased old-age pensions in preference to children’s allowances. The 
Industrial Injuries Scheme is to be met partly by a levy on employers, 
and partly out of taxation. The National Insurance benefits covered by 
the relevant Act will be met by contributions from the beneficiaries, 
from employers and from the State. All insured persons will pay a 
weekly contribution, according to the category in which they have been 
placed. The population is divided into six classes, depending upon 
whether the individual is insured, above or below the age at which 
contributions are levied, and whether employed, self-employed and 
non-employed. Contributions are to be paid by a stamp on a single 
insurance card, and this card, in the case of employed persons, will 
also cover industrial injuries insurance. Unemployed persons, individuals 
incapable of work, drawing pensions or other benefits, and those under 
full-time education or unpaid apprenticeship, will be exempt from com 
tributions. Male employed persons will pay 4s. 7d. a week, their 
employers 3s. 10d. and the State will add 2s. 1d. Male self-employed 
persons must find 5s. 9d. and the State will contribute 1s. For non- 
employed persons, the corresponding figures are 4s. 8d. and 9d. In 
general, contributions required for women are ls. less in each case, 
Juveniles under 18 years will pay contributions at just over half the 
adult male rates. 


(3) Benefits. Britain’s social security plan is indeed a comprehensive 
one; it covers all contingencies “from the cradle to the grave.” As such, 
it is not possible within the compass of a short article to give complete 
details of all the benefits payable under the scheme. However, to take 


the National Insurance Act first, the major provisions are as follows: 
Employed persons will be eligible for all benefits without exception. 
Self-employed persons will naturally not be entitled to unemployment 
benefits, but will be eligible to draw sickness benefits on the same terms 
as employed persons. Non-employed persons will not be entitled to 
unemployment, sickness or weekly maternity allowances. 


(a) Unemployment and Sickness Benefit. The basic rate for a man 
or single woman is to be 26s. a week. In the case of a married man 
drawing benefit, there will be a payment of 7s. 6d. a week for the first 
child. Other children are covered by the Family Allowance Act, and 
get 5s. a week in any case. A further 16s. a week will be paid in respect 
of the wife (or adult dependent) of a married contributor if the married 
contributor is drawing either unemployed or sickness benefit. An 
employed married woman will receive 20s. for unemployment and 16s. 
for sickness; the juvenile rates of benefit are 15s. The payment of 
156 contributions entitles an insured person to an indefinite sickness 
benefit and to six months unemployment benefit. If more than 1 
contributions have been paid, this latter period is correspondingly 
increased. By way of comparison with existing rates of benefit, the 
following figures are quoted: Sickness benefit for insured men is at the 
rate of 18s. a week, dropping to 10s. 6d. after six months. Unemployed 
rates are 24s. a week, supplemented by payments in respect of wife and 
family. 

(b) Retirement Pensions. The new basic rates have already started. 
For many years now, old-age pensions have been a political issue. 
Generosity to pensioners is likely to be better rewarded at the polls than 
a similar degree of help ‘to the young. The pre-war rates of old-age 
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pensions were 10s. weekly for each pensioner (beginning at 65 for men 
‘and 60 for women). These rates were increased during the war, and 
in October last, consequent upon agitation on the part of Labour back- 
benchers, the new rates were brought into operation in advance of the 
main scheme. Sir William Beveridge argued in his Report that “it was 
dangerous to be lavish to old age until adequate provision had been 
assured for all other vital needs.” This view has been over-ridden, and 
some criticism has been levelled against the Act on the ground that it 
neglects the young in favour of the old. 

However, be that as it may, the position has now been stabilized, and 
the rates of pension are 26s. per week for a man or single woman and 
lés. in respect of the wife of an insured man. These rates are payable 
when the insured person has reached the age of 65 for men and 60 for 
women on the condition that he or she has retired from regular employ- 
ment and has paid the prescribed number of contributions. If the 
person entitled to a pension elects to keep on working after retirement 
we, the eventual pension is increased by 2s. a week for every additional 
yar worked, up to a maximum of five. The burden of retirement 
pensions will become an increasingly heavy one. At present there are 
some 16 pensioners to every 100 contributors. Thirty years hence, this 
proportion will be doubled if existing fertility and death rates continue. 
Out of a total expenditure on benefits in 1948 of £452 millions, retire- 
ment pensions will account for £238 millions. By 1978, the corresponding 
figures will be £750 millions and £500 millions. 


(c) Maternity Benefits. These consist of a grant and weekly allow- 
ances. A maternity allowance of 36s. a week will be payable to women 
who are gainfully occupied, provided they stop working. Women who 
are not so engaged will receive an attendance allowance of £1 a week 
for four weeks. To both these classes a maternity grant of £4 will be 
payable. 

(d) Widows and Orphans. A widow qualifies on her husband’s insur- 
ance for a widow’s allowance of 36s. a week for 13 weeks. Thereafter 
she draws a widowed mother’s allowance of 33s. 6d. a week so long 
as she has a child of school age. A widow’s pension of 36s. a week is 
payable to women over 50 who have been married at least ten years. A 
quardian’s allowance of 12s. a week in respect of each orphan is payable 
here one of the deceased parents has been insured under the new 
scheme. 

(e) Death Grants. Guardians’ allowances and family allowances and 
tath grants are new to State-provided social security measures in 
Britain. Death grants will be payable under the 1946 Act as follows. In 
he case of adults insured under the scheme the amount of the grant will 
me £20. This benefit is reduced to £15 for children 6 to 17; £10 for a 
hild aged 3 to 5, and £6 for a child under 3. 

So far, the Family Allowance Scheme and the new rates of old-age 
ensions have been put into operation. It is expected that a substantial 
moportion of the remaining benefits will become operative early in 1948. 


(4) Health Services. At present all persons insured under existing 
National Health Insurance Acts receive free medical attention plus a 
umber of subsidiary benefits. These benefits are administered by 
nendly Societies and differ considerably from one society to another. 
All societies make weekly sick benefit allowances at a standard rate, 

the duration of these payments may differ slightly. Most societies 
wide a limited amount of dental treatment, a proportion give extra 
laternity benefits and some give treatment at their own convalescent 
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homes. These varying scales of benefit have been put forward as_ 
main reason why the administration of any part of the new se 
will no longer be in the hands of Friendly Societies. Their passing 
be regretted, and, indeed, the Government’s decision to dispense enti 
with their services was an unpopular one. These societies have gi 
good service to the community since they were first employed in ¢ 
earliest National Health Act introduced by the late Earl Li 
George nearly forty years ago. 

The National Health Service Act. A large part of this Act deals wi 
the administration of the health services and need not concern us he 
The Act lays down the broad principles under which the country’s heal 
services will be operated; detailed administrative matters will be dé 
with by Orders in Council. Like the National Insurance Act, the Healfi 
Service Act covers the entire population. About one-third of the a 
will be met out of weekly contributions of insured persons, the remai 
ing two-thirds will be met by the Government out of the proceeds @ 
taxation. The services to be provided under the Act will cover f 
medical, dental, and a certain amount of specialist treatment. There 
nothing in the Act which will prevent any individual from paying f 
the services of a doctor or specialist if he so wishes. Doctors a 
specialists will have to decide soon whether they will join the Nation 
Health Services or remain in private practice. At the moment, there§ 
some dispute between the Minister of Health and the medical professig 
The medical profession as a whole does not wish that State docts 
should be paid a salary —that would turn them into Civil Servant 
They would prefer capitation grants. The freedom of doctors will 
strictly limited so far as the sale of practices is concerned, and they 
not have complete freedom to take up duties where they wish. * 
public may, within limits, choose their own doctor. Although the / 
lays down the main lines to be followed, there is much to be done® 
filling in the gaps before April 1st, 1948, when the plan is due to ope 


(5) Summary. The foregoing, then, constitutes a brief descriptig 
of Britain’s social security plan. We, in Britain, think that it compat 
favourably in its generosity with any other existing scheme, and in 
comprehensiveness it is second to none in the world. Until the 1 
plan comes into operation, existing National Health and Unemployme 
schemes cover, with certain exceptions (mainly state and quasi-st 
employees), persons earning less than £420 per annum. Once the ® 
plan is operating everyone will be covered. Out of a population 
48 millions in 1943, 32 millions will be paying contributors, the of 
16 millions will be made up of persons receiving retirement pensi 
or children and young persons who have not yet reached the age 
which contributions are payable. Its very comprehensiveness makes 
democratic in character. The scheme is essentially a contributory 6 
and since all will have a direct share in providing the necessary finane 
all will have an interest in seeing that the funds are well spent. Tf 
as time goes on, a smaller share of the cost will be met from con 
tions and a correspondingly larger share from taxation. But thro 
out, a balance will be maintained as between self-help and State It 
and this must always remain a fundamental feature of any sound sche 
of social security. The burden which will be thrown on the State 
however, a heavy one, and will become increasingly so. The m™ 
thoughtful of Britain’s citizens realize that only by harder work 
greater productivity all round can this load be carried, for it repres 
but one facet of Britain’s reconstruction plans. 








